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TENNESSEE VALLEY AUTHORITY FINANCING 


THURSDAY, JULY 21, 1955 


Unirep States SENATE, 
CoMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Con'rro., Rivers anp Harsors, 
Washington, D. C. 

The subcommittee met at 10:30 a. m., pursuant to notice, Senator 
Robert S. Kerr, chairman of the subcommittee presiding. 

Present: Senators Kerr (chairman), Gore, Thurmond, McNamara, 
Case, Cotton, and Hruska. 

Senator Kerr. We will now proceed with the hearing on 8S. 2373, a 
bill amending the Tennessee Valley Authority Act. I would like to 
put the text of the bill into the record. 

(The above-mentioned bill is as follows :) 


{S. 28738, 84th Cong., 1st sess.] 


A BILL To amend the Tennessee Valley Authority Act of 1933, as amended, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the last three paragraphs under the 
subtitle “INDEPENDENT AGENCIES AND CORPORATIONS” in the title II of the Govern- 
ment Corporations Appropriation Act, 1948 (61 Stat. 576-577), are hereby 
repealed ; and the Tennessee Valley Authority Act of 1933, as amended, is hereby 
amended by inserting immediately after section 15¢c thereof (16 U. S. C., sec. 
831n-3) the following new section: 

“Sec. 15d. (a) The Corporation is authorized, without regard to the provisions 
of section 303 (a) of the Act of December 6, 1945 (59 Stat. 601-602; 31 U. S. C., 
sec. 868 (a)), to issue and sell bonds, notes, and other evidences of indebtedness 
(hereinafter collectively referred to as “bonds”’) to assist in financing its power 
program and to refund such bonds. The Corporation may use the proceeds 
of such bonds for the construction, acquisition, enlargement, improvement, or 
replacement of any plant or other facility used or to be used for the generation 
or transmission of electric power (including the portion of any multiple-purpose 
structure used or to be used for power generation) as may be required in 
connection with the lease, lease-purchase or any contract for the power output 
of any such plant or other facility; and for incidental purposes. The principal 
of and interest on said bonds shall be payable solely from the Corporation's 
net power proceeds as hereinafter defined. Net power proceeds are defined 
for purposes of this section as the remainder of the Corporation’s gross power 
revenues after deducting the cost of operating, maintaining, and administering 
its power properties (including costs applicable to that portion of its multiple- 
purpose properties allocated to power) and payments to States and counties in 
lieu of taxes but before deducting depreciation accruals or other charges repre- 
senting the amortization of capital expenditures, plus the net proceeds of the 
sale or other disposition of any power facility or interest therein, and shall 
include reserve or other funds created from such sources. Notwithstanding the 
provisions of section 26 of this Act or any other provision of law, the Cor- 
poration may pledge and use its net power proceeds for payment of the principal 
of and interest on said bonds, for purchase or redemption thereof, and for 
other purposes incidental thereto, including creation of reserve funds and other 
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funds which may be similarly pledged and used, to such extent and in such 
manner as it may deem necessary or desirable. The Corporation is authorized 
to enter into binding covenants with the holders of said bonds—and with 
the trustee, if any—under any indenture, resolution, or other agreement en- 
tered into in connection with the issuance thereof (any such agreement being 
hereinafter referred to as a “bond contract”) with respect to the establishment 
of reserve funds and other funds, provisions for insurance, charges for supply 
of power, application and use of net power proceeds, restrictions upon the sub- 
sequent issuance of bonds or the execution of leases or lease-purchase agree- 
ments relating to power properties, ard such other matters, not inconsistent 
with this Act, as the Corporation may*deem necessary or desirable to enhance 
the marketability of said bonds. 

“(b) Bonds issued by the Corporation hereunder shall not be obligations 
of, nor shall payment of the principal thereof or interest thereon be guaranteed 
by, the United States. Proceeds realized by the Corporation from issuance of 
such bonds and from power operations and the expenditure of such proceeds 
shall not be subject to apportionment under the provisions of Revised Statutes 
3679, as amended (31 U. 8S. C., sec. 665), and such proceeds shall not be included 
in computations of receipts, expenditures, surpluses, or deficits in the Budget 
prepared annually pursuant to section 201 of the Act of June 10, 1921, as amended 
(31 U. 8S. C., sec. 11), except to the extent of the amounts budgeted by the 
Corporation for payments pursuant to subsection (e) hereof on account of the 
appropriation investment as therein defined, and for reduction of said investment. 

“(c) Bonds issued by the Corporation under this section shall be negotiable 
instruments unless otherwise specified therein, shall be in such forms and 
denominations, shall mature at such time or times not more than fifty years 
from their respective dates, shall be sold at such prices, shall bear such rates 
of interest, may be redeemable before maturity at the option of the Corporation 
in such manner and at such times and redemption premiums, may be entitled 
to such relative priorities of claim on the Corporation’s net power proceeds 
with respect to principal and interest payments, and shall be subject to such 
other terms and conditions, as the Corporation may prescribe. The Corpora- 
tion may sell such bonds by negotiation or on the basis of competitive bids, 
subject to the right, if reserved, to reject all bids; may designate trustees, 
registrars, and paying agents in connection with said bonds and the issuance 
thereof; may arrange for audits of its accounts and for reports concerning its 
financial condition and operations by commercial accounting firms (which audits 
and reports shall be in addition to those required by sections 105 and 106 of 
the Act of December 6, 1945 (59 Stat. 599; 31 U. S. C., sees. 850-851), may, 
notwithstanding the provisions of sections 302 and 303 of the Act of December 
6, 1945 (59 Stat. 601-602; 31 U. S. C., secs. 867-868), or any other law, but 
subject to any covenants contained in any bond contract, invest the proceeds 
of any bonds and other funds under its control which derive from or pertain 
to its power program in any securities approved for investment of national 
bank funds and deposit said proceeds and other funds, subject to withdrawal 
by check or otherwise, in any Federal Reserve bank or bank having membership 
in the Federal Reserve System; and may perform such other acts not prohibited 
by law as it deems necessary or desirable to accomplish the purposes of this 
section. 

“(d) Bonds issued by the Corporation hereunder shall be exempt both as to 
principal and interest from all taxation now or hereafter imposed by any State 
or local taxing authority except estate, inheritance, and gift taxes. 

“(e) From net power proceeds in excess of those required to meet the Cor- 
poration’s obligations under the provisions of any bond or bond contract, the 
Corporation shall, beginning with fiscal year 1956, make payments into the 
Treasury as miscellaneous receipts on or before December 31 and June 30, of 
each fiscal year as a return on the appropriation investment in the Corpora- 
tion’s power facilities. The said appropriation investment shall consist, in 
any fiscal year, of that part of the Corporation’s total investment assigned to 
power as of the beginning of the fiscal year (including both completed plant 
and construction in progress) which has been provided from appropriations 
or by transfers of property from other Government agencies without reim- 
bursement by the Corporation, less repayments of such appropriation invest- 
ment made under title II of the Government Corporations Appropriation Act, 
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1948, this Act, or other applicable legislation. The payment in each fiscal year 
shall be equal to the computed average interest rate payable by the Treasury 
upon its total marketable public obligations as of the beginning of said fiscal 
year applied to said appropriation investment. Payments due hereunder may 
be deferred for not more than two years when, in the Judgment of the Board of 
Directors of the Corporation, such payments cannot feasibly be made because 
of inadequacy of funds occasioned by drought, poor business conditions, emer 
gency replacements, or other factors beyond the control of the Corporation 

“(f) The Corporation shall charge rates for power which will produce gross 
revenues sufficient to provide funds for operation, maintenance, and administra- 
tion of its power system ; payments to States and counties in lieu of taxes; debt 
service on outstanding bonds, including provision and maintenance of reserve 
funds and other funds established in connection therewith; payments to the 
Treasury as a return on the appropriation investment pursuant to subsection 
(e) hereof; and such additional margin as the Board may consider desirable for 
investment in power system assets, retirement of outstanding bonds in advance 
of maturity, reduction of appropriation investment, and other purposes con- 
nected with the Corporation’s power business, having due regard for the pri 
mary objectives of the Act, including the objective that power shall be sold at 
rates as low as are feasible. In order to protect the investment of holders of 
the Corporation’s securities and the appropriation investment as defined in sub 
section (e) hereof, the Corporation, during each successive five-year period be- 
ginning with the period from July 1, 1955, through June 30, 1960, shall apply 
net power proceeds either in reduction (directly or through payments into 
reserve or sinking funds) of its capital obligations, including bonds and the 
appropriation investment or to reinvestment in power assets, to the combined 
extent of at least the aggregate of the depreciation accruals and other charges 
representing the amortization of capital expenditures applicable to its power 
properties plus the net proceeds realized from any disposition of power facilities 
in said period. 

“(g) Power generating and related facilities operated by the Corporation 
under lease and lease-purchase agreements shall constitute power property held 
by the Corporation within the meaning of section 13 of this Act, but that portion 
of the payment due for any fiscal year under said section 13 to a State where 
such facilities are located which is determined or estimated by the Board to 
result from holding such facilities or selling electric energy generated thereby 
shall be reduced by the amount of any taxes or tax equivalents applicable to 
such fiscal year paid by the owners or others on account of said facilities to 
said State and to local taxing jurisdictions therein. In connection with the con- 
struction of a generating plant or other facilities under an agreement providing 
for lease or purchase of said facilities or any interest therein by or on behalf 
of the Corporation, or for the purchase of the output thereof, the Corporation 
may convey in the name of the United States by deed, lease, or otherwise, any 
real property in its possession or control, may perform engineering and con- 
struction work and other services, and may enter into any necessary contractual 
arrangements. 

“(h) It is hereby declared to be the intent of this section to provide the Cor- 
poration with adequate authority and administrative flexibility to obtain funds 
for such additional power facilities as may be needed in carrying out the pur- 
poses of Congress specified in this Act, including assurance of an adequate sup- 
ply of electric power for publicly and privately owned defense facilities, by the 
issuance of its bonds and as otherwise provided herein, and this section shall 
be construed to effectuate such intent.” 

Sec. 2. Paragraph Seventh of section 5136 of the Revised Statutes (12 U.S. C., 
sec. 24), as amended, is amended by inserting after “obligations of the Federal 
National Mortgage Association” the words “, or bonds, notes, and other obliga- 
tions issued by the Tennessee Valley Authority”. 


Senator Kerr. I have a copy of a letter of July 14 to Brig. Gen. 
Herbert D. Vogel, setting the date of the hearing and calling for 
witnesses. I would like that put in the record at this point. 
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(The letter is as follows :) 


UNITED States SENATE, 
COMMITTEE ON PUBLIC WorKS, 
July 14, 1955. 
Brig. Gen. Hersert D. VOGEL, 
Chairman of the Board, Tennessee Valley Authority, 
Knorville, Tenn. 

Dear GENERAL VOGEL: The Subcommittee on Flood Control, Rivers, and Har- 
bors of the Senate Public Works Committee will begin hearings on S. 2373, the 
TVA self-financing bill, on July 21, 1955. The subcommittee will hear repre- 
sentatives of the Tennessee Valley Authority as its first witnesses. 

Prior to discussion of the detailed provisions of S. 2373, and to facilitate 
an orderly development of the record, the subcommittee would appreciate it if 
you would make arrangements for Mr. G. O. Wessenauer, manager of the TVA 
power program, and such other members of the staff as may be deemed appro- 
priate, to present to the subcommittee detailed background information rela- 
tive to the TVA power program, its development, and its operations, including 
a review of the existing financial structure and information relative to the 
financial results of power operations. For the purpose of securing further 
background information, it would be appreciated if Mr. Wessenauer and asso- 
ciate members of the staff be prepared to discuss the development of the self- 
financing plan submitted to the Bureau of the Budget. 

Following such background discussion, the subcommittee will proceed to 
hear testimony relative to the merits of S. 2373. We would be glad to have 
from you and/or other members of the TVA Board, a statement of the views 
of the Board. At this time we would, of course, expect members of the staff 
to be prepared to give the subcommittee a thorough explanation of the detailed 
provisions of S. 2373, now under consideration by the subcommittee. 

With kindest regards, I am 

Sincerely yours, 
Rosert 8S. Kerr, 
Chairman, Subcommittee on Flood Control, Rivers and Harbors. 


Senator Kerr. Then, there is a copy of a letter from the Tennessee 
Valley Authority signed by General Vogel, Chairman of the Board, 
dated May 27, to Senator Chavez, and a letter from General Vogel 
to Hon. Rowland Hughes, Director, Bureau of the Budget, with 
attachments, and a letter from the Director of the Bureau of the 
Budget, Mr. Hughes, to General Vogel, with attachments, which I 
would like inserted in the record. 

(The above-mentioned letters are as follows:) 


TENNESSEE VALLEY AUTHORITY, 
Knozrville, Tenn., May 27, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
Senate Office Building, Washington, D. C. 

Dear SENATOR CHAVEZ: On April 1 the Tennessee Valley Authority sent to 
the Bureau of the Budget a proposed bill which would amend the TVA Act of 
1933 to authorize TVA to sell bonds and to use other methods to finance future 
additions to its power system. A revised draft of the bill has now been received 
from the Director of the Budget along with his statement contained in the en- 
closed letter of May 17 that enactment of the revised draft would be in accord 
with the program of the President. In the interest of expediting this important 
matter, the draft bill as revised by the Bureau of the Budget is transmitted here- 
with for consideration by your committee. 

A further attachment, prepared by the Bureau of the Budget. indicates the 
Bureau’s changes from the bill proposed by TVA, along with the Bureau’s ex- 
planatory notes. For the convenience of your committee there is also enclosed 
a copy of a statement which TVA forwarded to the Bureau of the Budget with 
its original draft of the proposed legislation. The statement indicates the ele- 
ments which TVA, from its viewpoint, considers essential to provide the most 
desirable financing arrangements. 

It is the judgment of the majority of the Board of Directors that some of the 
changes proposed by the Bureau of the Budget would create serious problems 
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for TVA. Of particular concern are those which would make more rigid the 
financial obligations on the TVA power system. Fixed cash payments to be paid 
to the Treasury from power earnings would be larger under the revised bill than 
were contemplated in the plan submitted by TVA, and by combining interest 
with amortization it would appear that the imposed obligations would go beyond 
those indicated by normal business standards. 

Other proposed changes by the Bureau of the Budget would impose adminis 
trative restrictions which would combine to reduce TVA’'s ability to manage its 
power system with some of the flexibility of a private corporation, although it 
would be forced to rely on the same methods of financing that are employed by 
other power systems. These restrictions would include giving the Secretary of 
the Treasury the final voice as to whether TVA could issue bonds at a given time 
and for given amounts and terms, although it is not proposed that bonds issued 
by TVA should be guaranteed by the Treasury. 

The Board members will be glad to present more detailed comments and views 
to your committee at your convenience. In view of the fact that no funds for 
new construction are contained in the 1956 budget and that self-financing is 
designed to provide an alternative to appropriations, action is deemed necessary 
in this session of Congress. The Chairman feels that the bill as revised will 
present no serious obstacles or restrictions to the operations of TVA and that 
its passage would be in the regional and national interest. 

Sincerely, 
HERBERT D. Voce, Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knoceville, Tenn., April 1, 1955. 
Hon. RowLanp HuGHEs, 
Director, Bureau of the Budget, 
Erecutive Office of the President, 
Washington 25, D. C. 

DEAR Mr. HucuHes: The TVA study of additional methods of financing facil- 
ities to meet the growing power needs of this area has now been carried to a 
point where the Board is prepared to recommend legislation for the purpose 
of providing additional sources of capital. Enclosed are copies of a staff report 
on this matter and of a draft bill which would carry out the recommendations 
of the report. The Board has approved the report and recommends the bill. 

We have reviewed the proposed arrangements with a representative group of 
the local electric systems that distribute TVA power. They agree that the 
plan proposed will provide a workable method for financing the growing power 
needs of the region, having in mind Federal budgetary considerations. 

The President’s budget message, and your letter to us of December 11, 1954, 
expressed the expectation that TVA’s financing studies would be completed in 
time for consideration by Congress at this session. As was indicated in TVA’s 
submission of data to the Bureau of the Budget several months ago, the need 
for construction of additional generating capacity is urgent. It is important 
that the way be cleared as promptly as possible for the construction and financing 
of these needed facilities. We will appreciate your help in advancing early 
congressional approvals. 

Very truly yours, 
Hersert D. Vocer, Chairman of the Board. 

Enclosures. 


SOURCES OF CAPITAL FOR THE TVA POWER SYSTEM 


At the direction of the TVA Board the staff has explored the problem of the 
future financing of the TVA power system. On the basis of this study the staff 
now recommends additional methods of providing the capital required as TVA 
continues to carry out the statutory objectives of its power program. 


STATEMENT OF THE PROBLEM 


The power requirements of the region served by the TVA system have been 
growing at the rate of about 12 percent per year, exclusive of power furnished 
for the atomic-energy program of the Federal Government. Rapid growth will 
continue as the region develops. Approximately $150 million a year in the next 
few years and probably larger amounts in the future will be required to provide 
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new power facilities. The capital requirements of almost all power systems in 
the United States are so large that new investment must be obtained outside the 
earnings of the business. TVA is no exception. While some of the funds 
required for the growth of the TVA power system can be provided from earnings, 
it appears that more than $75 million of additional capital will be required 
annually to keep abreast of the demands for power. 

Direct sales by TVA to national-defense agencies of the Government will 
require half of the total annual output of the TVA power system by 1957. Many 
private plants important to the national defense are also dependent upon TVA 
as a source of power supply. Failure of the power system to keep abreast of 
power demands would not only be expensive and a deterrent to the economic 
growth of the area; it would also jeopardize the continuity and dependability 
of service to all the loads on the system, defense and nondefense alike. This 
consideration underlines the importance of assuring that in the Tennessee 
Valley as elsewhere power facilities can be financed and built as they are re 
quired to meet mounting loads. 

The TVA power system is owned by the Federal Government and is operated 
for objectives and under conditions laid down by Congress. Normally the Fed- 
eral Government as owner might be expected to provide the additional capital 
from the cheapest source of money, but in periods of national deficit financing 
there is reluctance on the part of the executive branch and the Congress to 
increase budget deficits by using appropriations to finance new powerplant con- 
struction. It becomes necessary, therefore, to broaden the sources of capital 
available for the TVA system’s growth. A program to accomplish that purpose 
is outlined in the recommendations below. 


SUMMARY 


It is recommended that the TVA Act be amended to add authorization for TVA 
to issue its own bonds, secured solely by its revenues which could be sold to the 
public or, by mutual agreement, to the Treasury. The recommended amend- 
ments would also facilitate the use by TVA of the credit of agencies in the region 
under arrangements whereby these agencies would finance the construction of 
facilities which would be integrated with the TVA power sysiem. In the case 
of plants financed in this way, TVA could contract for the power output, or could 
operate the facilities under a lease arrangement, with or without provision for 
ultimate transfer of title to TVA. 

The proposed legislation would permit future additions to TVA’s power capac- 
ity to be financed by whichever method the Government as a prudent owner of 
the system might find desirable in the light of all existing circumstances. With 
appropriations as the sole source of capital, other than earnings, the tendency 
is for investment in TVA power facilities to be determined largely in relation to 
the size of the national budget and the national debt. With other methods of 
financing available, primary attention can be given to the factors which should 
be determinative, the regional needs for expansion of power supply and the 
soundness of the investment in new power sources. 

Under such a plan TVA, although it is a wholly owned agency of the Federal 
Government, would be using some capital obtained at higher cost than if all the 
financing were by means of appropriated funds raised by direct Treasury bor- 
rowing, but there would be savings in other costs that might offset the higher 
cost of money. Timing major equipment purchases and construction to fit the 
schedule of the appropriations process and yet meet power demands sometimes 
means buying in a disadvantageous market and paying overtime costs; and 
delays in the availability of appropriations may result in heavy costs for interim 
power purchased or produced by TVA from marginal sources. 

The TVA power system has been earning an average return on the net power 
investment of 4 percent after allowing for depreciation. Including the depreci- 
ation allowance there have been net cash revenues available for expenditure 
averaging over 6 percent of the power investment. It is expected that this level 
of earnings can be continued. Under the proposed arrangements the cost to 
TVA for interest, and for a return to the Treasury (at a rate equal to the Treas- 
ury’s cost of money) on the appropriations invested in power facilities, would 
average between 2 and 3 percent of the total investment. Accordingly, the ac- 
cumulated net earnings of the TVA power program should continue to grow and 
TVA securities should command a ready market. 

In reaching these conclusions the studies TVA has made in this field in pre- 
vious years have been reviewed. Information has been obtained by correspond- 
ence and personal interviews from a considerable number of organizations from 
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net earnings, and debt service requirements under various assumptions as to 
interest cost and rate of debt retirement. By all these methods we have sought 
to test and demonstrate the validity of the conclusions. 


whose experience TVA might benefit. Projections have been made of revenues 


RECOM MENDATIONS 


The following sections outline the recommendations as to the methods of 
financing TVA’s future requirements for power facilities, and the necessary 
legislation : 


1. Use of appropriations and revenues 


The new financing measures which are proposed would be supplementary to 
and not in substitution for present sources of capital, namely, the appropriations 
provided by Congress and the revenues available from power operations 

Appropriations and power revenues should not be the sole means of financing 
future construction, but it is important that the availability of these sources of 
capital be preserved. The Federal Government can borrow money on its own 
securities at a lower rate of interest than TVA would pay on its revenue bonds, 
and while the difference in the cost of money may be relatively small at some 
times it may be fairly large at others. In addition to differences in the cost of 
money, such factors as the nature of the facility or the occasion for its construc- 
tion may make it desirable to finance a particular facility from appropriations 
The authorization for appropriations does not, of course, commit Congress to 
make appropriations but permits their use in suitable cases. 

2. The sale of bonds by TVA 

TVA would be authorized to issue bonds (or notes or other obligations) to 
assist in financing the power system. These bonds would not be guaranteed by 
the Treasury but would be secured by power revenues alone; and interest on 
the bonds would not be exempt from Federal taxes. Such bonds would be sold 
to private investors either by competitive bidding or by negotiation; by mutual 
agreement they might also be sold to the Treasury when that procedure would 
be preferable. 

From discussions with a number of experienced persons, the staff has concluded 
that under the proposed arrangements the TVA revenue bonds would have a high 
rating and would carry an interest rate about the same as the highest rated 
bonds of the private utilities. Such utility bonds have an interest cost at present 
only one-eighth to one-fourth percent higher than Treasury bonds with a corre- 
sponding length of term. In recent months a probable interest rate would have 
been 314 to 33¢ percent, and an average for the past 15 years would have been 
less than 3 percent. 

It is anticipated that the lowest cost of money on TVA bonds would usually 
be obtained through competitive bidding, but bidding on bond issues of the size 
required for TVA’s purposes would almost certainly be confined to a few large 
syndicates. In view of the limited nature of the competition it is important that 
TVA be able to sell its bonds on a negotiated basis when that course is advan- 
tageous. Provision is also made for sale of bonds directly to the Treasury by 
mutual agreement. Among other advantages, this provision would take care of 
the possibility that the Treasury might prefer on occasion, because of consid- 
erations of overall fiscal policy, to acquire TVA’s bonds rather than have them 
sold to the public. 

A somewhat lower interest rate, perhaps one-fourth percent lower, might be 
obtained if TVA bonds carried the Treasury’s guaranty in addition to the pledge 
of TVA’s revenues. However, the controlling considerations in issuing bonds 
guaranteed by the Treasury would tend to be those related to the size and man- 
agement of the Federal budget and the national debt. Financing the TVA power 
system should not depend on such considerations, but rather on the need for power 
capacity in the area and the feasibility of financing it on the security of the 
system’s earnings. 

Similarly, if interest on TVA bonds were made exempt from Federal income 
taxes a saving of as much as one-half percent in interest on the bonds might 
be achieved. However, such a reduction in interest cost would not represent 
a real saving to the Federal Government, because the savings to TVA in interest 
payments would be offset by the loss to the Treasury of the income taxes otherwise 
collectible on the amounts paid as interest. 
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8. Use of credit of agencies of the Tennessee Valley region 

TVA might also enter into power purchase, lease, or lease-purchase arrange- 
ments covering plants or other facilities financed by agencies of the region. Such 
facilities might be constructed by them or by TVA for their account. Facilities 
covered by such lease or lease-purchase arrangements would be regarded as 
power property held by TVA for purposes of computing payments in lieu of 
taxes under section 13 of the TVA Act; but the amount of taxes or tax equivalents 
paid by the owner of the plant within the State where it was located would be 
deducted from any increase in the amount otherwise payable by TVA to such 
State on account of the lease of such plant and the sale of its output. 

There might be occasions when it would be practicable for new power facilities 
to be provided for the TVA sysiem by the use of lease-purchase agreements. <A 
facility constructed under such an arrangement would be operated by TVA under 
a long-term lease; the rental payments would cover the fixed charges and TVA 
would acquire title when the cost was fully amortized. It is possible that the 
credit of some of the TVA power distributors or of some of the States of the 
region, or perhaps of some other agency of the region, could be used to finance 
such arrangements, and the proposed legislation takes this possibility into ac- 
count. A lease without provision for ultimate transfer of title, or a long-terin 
contract whereby the financing agency would operate the plant and sell its output 
to TVA, might also be a feasible basis for the construction of facilities which 
could be integrated with the TVA system. 

It does not seem likely that arrangements for State or local financing would 
provide a major share of the future capital needed. A considerable period would 
probably be necessary before any number of such agencies would be in position 
to handle the necessary financing for the construction of such facilities ; in fact, 
the necessary enabling legislation does not now exist in most of the States of the 
Tennessee Valley. Moreover, the staff believes that under most circumstances it 
would be preferable for TVA to borrow money directly rather than to rely on 
financing by a variety of local agencies. Such outside financing should, therefore, 
be regarded not as a method for general application, but as a financial vehicle 
for possible use in special cases. 

An agency which might otherwise be able to finance a plant might not be quali- 
fied to design and build it. TVA should be authorized to provide engineering and 
construction services in such cases. 

Section 13 of the TVA Act provides for payments in lieu of taxes to the States 
and counties in which TVA operates amounting to 5 percent of power revenues 
from customers other than agencies of the United States. The amounts paid to 
the several States are distributed among them under the statutory formula partly 
on the basis of the location of the power property held by TVA, and partly on the 
basis of the location of the power property held by TVA, and partly on the basis 
of TVA’s power sales in the respective States The proposed legislation would 
treat a leased plant as power property held by TVA for purposes of distribution 
among the States of the payments made under section 13. Since the owner of a 
leased plant might pay taxes (or tax equivalents) under State law, such a plant 
might thus carry a duplicate tax burden in the absence of any provision to the 
contrary in the proposed legislation. The proposed arrangements would meet 
this problem by offsetting the owner’s taxpayments against the increase in the 
payments which TVA would otherwise make to the State. 


4. The existing Federal investment 


TVA would be required to pay into the Treasury a return on the net appropria- 
tions made for power purposes, including the value of power properties trans- 
ferred from other Federal agencies. Such payment would be measured by the 
Treasury’s average cost of money on marketable obligations. In addition, the se- 
curity of the Government’s investment in TVA would be maintained by a require- 
ment that TVA either reinvest from revenues at least the equivalent of deprecia- 
tion accruals, or that it reduce its capital obligations correspondingly. These re- 
quirements would be in lieu of the present statutory requirement that TVA repay 
to the Treasury the appropriated funds invested in power facilities within 40 
years after such facilities go into operation. 

The Federal Government has already invested large amounts of money in the 
TVA power system. The plan herein proposed recognizes and protects the Gov- 
ernment’s existing investment. It would require TVA to pay a return on the 
Federal investment derived from appropriations, at a rate equal to the Gov- 
ernment’s cost of money. The appropriations invested might be reduced from 
time to time by payments to the Treasury from surplus revenues; a portion of 
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revenues at least equal to the depreciation would either be used for such pay- 
ments or bond retirements or reinvested in additional power properties, Lhus pro 
tecting the integrity of the remaining investment. On the basis of our estimates, 
TVA's net earnings would be well above those required to maintain the security 
of the Government’s investment. These accumulating earnings would enhance 
the Government’s investment whether appropriations were repaid or the addi- 
tional earnings were plowed back into the growing system. 


5. TVA power rates and the disposition of TVA revenues 

TVA would charge rates adequate to cover its operating expenses, statutory 
payments to States and counties in lieu of taxes, debt service on bonds, payment 
of a return to the Treasury ,and such a margin as would be desirable in TVA’s 
judgment, consistent with maintaining the lowest practicable rates. It would be 
authorized to enter into pledges with lenders that debt service on TVA bonds 
and any necessary related reserves would have first claim on all power revenues 
after operating and maintenance expenses and the payments in lieu of taxes. 
Revenues would next be used for payment of a return to the Treasury on appro- 
priated funds. Remaining revenues would either be invested by TVA in power 
system assets or would be used for debt retirement or reduction of the appro- 
priation investment. 

TVA would continue to operate its power system on a self-liquidating basis. 
Its earnings would be more than adequate for debt service on its bonds and 
to pay a return to the Treasury on the investment derived from appropria- 
tions. The pledge of net revenues from the entire system as security for the 
TVA bonds would increase the attractiveness of such bonds, but such a pledge 
would constitute no burden on the Government ; on the contrary, by reducing the 
cost of borrowed money, it would increase the balance of TVA earnings which 
would remain the property of the Government. 

6. Executive and congressional reviews of TVA budget programs 

The TVA Board would have authority to determine the extent, timing, and 
details of the power-financing arrangements, but TVA would report its power 
operations and budget program annually to the President and the Congress. 
The General Accounting Office would continue to audit TVA’s power accounts 
as a part of its regular audit of all TVA activities but TVA would be author- 
ized in addition to obtain independent audits. 

The amounts of bonds to be issued would be determined by the need for new 
facilities. Since the bonds would be revenue bonds, with no Treasury guaranty, 
their salability would depend on the soundness of the investment. TVA’s annual 
reports, the GAO's audit reports of TVA operations, the budget programs sub- 
mitted in connection with TVA’s annual requests for money for its nonpower 
activities which are financed from appropriations, and the hearings held in con- 
nection with such requests, would result in full reporting to the President and 
the Congress concerning TVA’s power construction programs and operating 
results. 

Section 301 of the Government Corporation Control Act (31 U.S. C., sec. 866), 
provides for annual business-type audits of Government corporations by the 
General Accounting Office, and permits Government corporations to obtain private 
audits only if expressly authorized to do so. Bonds are sold on the basis of 
representations by the borrower as to its current financial condition, supported 
by an outside audit. In order to issue bonds promptly when funds are needed 
and to take advantage of changing conditions in the bond market, it will be 
necessary to utilize the services of one of the well-known private auditing firms. 
Express authority for this purpose should be provided in the legislation, but 
without eliminating the audits conducted by the General Accounting Office. 


7. Relationship of TVA expenditures to the national budget 


The proceeds of TVA bond issues as well as power revenues, would be kept in 
a separate fund in the Treasury or in commercial banks, or could be invested 
temporarily in securities approved for investment of national bank funds. Ex- 
cept for appropriations from the Treasury, and payments to the Treasury for the 
purposes of (a) paying interest on bonds held by the Treasury, (b) reducing 
the appropriation investment in the TVA power system, and (c) paying a return 
on such investment, the receipts and expenditures of the TVA power system would 
not be considered in determining the amount of any national budgetary deficit 
or surplus, but would be accounted for outside the regular Federal budget. The 
Treasury would be authorized to credit its holdings of TVA securities against 
the obligations to which the limitations on the national debt apply, so that its 
purchases of TVA securities would not affect the amount of the national debt. 








10 TENNESSEE VALLEY AUTHORITY FINANCING 


Section 302 of the Government Corporation Control Act (31 U.S. C., see. 867), 
requires Government corporations to keep all of their funds in the United States 
Treasury with the exception of temporary checking accounts not in excess of 
$50,000 in any one bank. In connection with the issuance of bonds to the general 
public it will be necessary to make large deposits in commercial banks for pay- 
ment of service charges on the bonds and for other purposes. Therefore, TVA 
should be exempt from this provision of the Government Corporation Control Act. 

It is more economical to sell bonds in the private investment market by means 
of a few large issues a year rather than numerous small issues. TVA would 
therefore sell enough bonds at one time to provide the money needed for its con- 
struction program for several months ahead, and at times would have large 
balances of borrowed money on which it would be paying interest charges. TVA 
also requires a substantial amount of working capital. These funds should be 
put to work in the manner common in industry, by investment in securities which 
would yield a return partially offsetting TVA’s interest payments. The legis- 
lation should authorize TVA to follow general commercial practice in this respect. 

3onds sold to the public by TVA would not be a part of the national debt, since 
they would not be guaranteed by the Treasury. Likewise, the construction of 
facilities with the proceeds of revenue bonds should not affect the measure of a 
Federal budget deficit or surplus. The amount of any TVA bonds held by the 
Treasury, being fully supported by revenues, should likewise be deducted from 
the total of outstanding public-debt obligations in relating them to the debt limit. 


CONCLUSION 


The tests of any plan for financing the future power requirements of the TVA 
system are whether it is fair to the Government, the investor, and the power con- 
sumer, and whether it is workable. In the opinion of the staff the plan herein 
proposed meets these tests. The plan would fully protect the interests of the 
Federal Government as the owner of the TVA system; it would insure a sound 
security for investors ; and it would provide the means to meet the electric power 
needs of the consumers of the Tennessee Valley region promptly and at reason- 
able rates. The TVA Act provides an administrative framework which permits 
the TVA to discharge its responsibilities effectively, and the proposed legislation 
fits into this framework. With a continuation of TVA’s 20-year record of per- 
formance, the proposed arangements in our judgment would provide a feasible 
and constructive solution ‘of the problem of financing the TVA power system. 





A BILL To amend the Tennessee Valley Authority Act of 1933, as amended, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the last three paragraphs under the 
subtitle “Independent Agencies and Corporations” in title II of the Government 
Corporations Appropriation Act, 1948 (61 Stat. 576-577), are hereby repealed: 
and the Tennessee Valley Authority Act of 1933, as amended, is hereby amended 
by inserting immediately after section 15c thereof (16 U. 8S. C., sec. 831n-3) the 
following new section: 

“Sec. 15d. (a) The Corporation is authorized, without regard to the provisions 
of section 303 (a) of the Act of December 6, 1945 (59 Stat. 601-602; 31 U.S. C., 
sec. 868 (a)), to issue and sell bonds, notes, and other evidences of indebtedness 
(hereinafter coilectively referred to as ‘bonds’) to assist in financing its power 
program, and to refund such bonds. The Corporation may use the proceeds of 
such bonds for the construction, acquisition, enlargement, improvement or re- 
placement of any plant or other facility used or to be used for the generation 
or transmission of electric power (including the portion of any multiple-purpose 
structure used or to be used for power generation) ; as may be required in con- 
nection with the lease, lease-purchase or any contract for the power output of 
any such plant or other facility; and for incidental purposes. The principal 
of and interest on said bonds shall be payable solely from the Corporation’s net 
power proceeds as hereinafter defined. Net power proceeds are defined for pur- 
poses of this section as the remainder of the Corporation’s gross power revenues 
after deducting the costs of operating, maintaining, and administering its power 
properties (including costs applicable to that portion of its multiple-purpose 
properties allocated to power) and payments to States and counties in lieu of 
taxes but before deducting depreciation accruals or other charges representing 
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the amortization of capital expenditures, plus the net proceeds of the sale or other 
disposition of any power facility or interest therein, and shall include reserve 
or other funds created from such sources. Notwithstanding the provisions of 
section 26 of this Act or any other provision of law, the Corporation may pledge 
and use its net power proceeds for payment of the principal of and interest on 
said bonds, for purchase or redemption thereof, and for other purposes incidental 
thereto, including creation of reserve funds and other funds Which may be 
similarly pledged and used, to such extent and in such manner as it may deem 
necessary or desirable. The Corporation is authorized to enter into binding 
covenants with the holders of said bonds—and with the trustee, if any under 
any indenture, resolution or other agreement entered into in connection with 
the issuance thereof (any such agreement being hereinafter referred to as a 
‘bond contract’) with respect to the establishment of reserve funds and other 
funds, provisions for insurance, charges for supply of power, application and use 
of net power proceeds, restrictions upon the subsequent issuance of bonds or the 
execution of leases or lease-purchase agreements relating to power properties, 
and such other matters, not inconsistent with this Act, as the Corporation may 
deem necessary or desirable to enhance the marketability of said bonds 

“(b) Bonds issued by the Corporation hereunder shall not be obligations of, 
nor shall payment of the principal thereof or interest thereon be guaranteed 
by, the United States. Proceeds realized by the Corporation from issuance of 
such bonds and from power operations and the expenditure of such proceeds 
shall not be subject to apportionment under the provisions of Revised Statutes, 
page 3679, as amended (31 U. S. C., sec. 665), and such proceeds shall not be 
included in computations of receipts, expenditures, surpluses or deficits in the 
budget prepared annually pursuant to section 201 of the Act of June 10, 1921, 
as amended (31 U. S. C., sec. 11), except to the extent of the amounts budgeted 
by the Corporation for payments to the Treasury as interest on bonds of the 
Corporation held by the Treasury, for payments pursuant to subsection (f) 
hereof on account of the appropriation investment as therein defined, and for 
reduction of said investment. 

“(c) Bonds issued by the Corporation under this section shall be negotiable 
instruments unless otherwise specified therein, shall be in such forms and 
denominations, shall mature at such time or times not more than fifty years 
from their respective dates, shall be sold at such prices, shall bear such rates 
of interest, may be redeemable before maturity at the option of the Corporation 
in such manner and at such times and redemption premiums, may be entitled 
to such relative priorities of claim on the Corporation’s net power proceeds 
with respect to principal and interest payments, and shall be subject to such other 
terms and conditions, as the Corporation may prescribe. The Corporation may 
sell such bonds by negotiation or on the basis of competitive bids, subject to the 
right, if reserved, to reject all bids; may designate trustees, registrars, and pay 
ing agents in connection with said bonds and the issuance thereof: may arrange 
for audits of its accounts and for reports concerning its financial condition and 
operations by commercial accounting firms (which audits and reports shall be 
in addition to those required by sections 105 and 106 of the Act of December 
6, 1945, 59 Stat. 599, 31 U.S. C., sees. 850—S851); may, notwithstanding the pro 
visions of sections 302 and 303 of the Act of December 6, 1945 (59 Stat. 601-602, 
31 U. S. C., sees. 867-868), or any other law, but subject to any covenants con- 
tained in any bond contract, invest the proceeds of any bonds and other funds 
under its control which derive from or pertain to its power program in any 
securities approved for investment of national hank funds and deposit said 
proceeds and other funds, subject to withdrawal by check or otherwise, in any 
Federal Reserve bank or bank having membership in the Federal Reserve system: 
and may perform such other acts not prohibited by law as it deems necessary 
or desirable to accomplish the purposes of this section. 

“(d) By agreement between the Corporation and the Secretary of the Treas- 
ury, the Corporation may sell bonds to the Secretary of the Treasury on such 
terms as may be mutually agreed including subordination as to principal and 
interest to the liens of other bonds sold by the Corporation under this section. 
The Secretary of the Treasury may also purchase bonds of the Corporation in the 
open market. For the purpose of purchasing said bonds either direetly from 
the Corporation or in the open market, the Secretary of the Treasury is author- 
ized to use as a public debt transaction the proceeds from the sale of any 
securities issued under the Second Liberty Bond Act, as amended, and the pur- 
poses for which securities may be issued under said Act, as amended, are extended 
to include purchases of the Corporation’s obligations, but in computing the out- 
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standing public debt the amount of any bonds issued by the Corporation and held 
by the Secretary of the Treasury as provided herein shall be deducted from the 
aggregate amount of obligations outstanding under section 21 of the Second 
Liberty Bond Act, as amended (31 U. S. C., sec. 757 (b)), or under any other 
statute limiting the public debt. 

“(e) Bonds issued by the Corporation hereunder shall be lawful investments 
and may be accepted as security for all fiduciary, trust, and public funds, the 
investment or deposit of which shall be under the authority or control of any 
officer or agency of the United States. The Secretary of the Treasury or any 
other officer or agency having authority over or control of any such fiduciary, 
trust or public funds, may at any time sell any of the bonds of the Corporation 
acquired by them under this section. Bonds issued by the Corporation here- 
under shall be exempt both as to principal and interest from all taxation now or 
hereafter imposed by any State or local taxing authority except estate, inheri- 
tance, and gift taxes. 

“(f) From net power proceeds in excess of those required to meet the Cor- 
poration’s obligations under the provisions of any bond or bond contract, the 
Corporation shall, beginning with fiscal year 1956, make semiannual payments 
into the miscellaneous funds of the Treasury on December 31 and June 30 of 
each fiscal year as a return on the appropriation investment in the Corporation's 
power facilities. The said appropriation investment shall consist, in any fiscal 
year, of that part of the Corporation’s total investment assigned to power as of 
the beginning of the fiscal year (including both completed plant and construction 
in progress) which has been provided from appropriations or by transfers of 
property from other Government agencies without reimbursement by the Cor- 
poration, less repayments of such appropriation investment made under title II 
of the Government Corporations Appropriation Act, 1948, this Act, or other 
applicable legislation. The payment in each fiscal year shall be equal to the 
computed average interest rate payable by the Treasury upon its total marketable 
public obligations as of the beginning of said fiscal year applied to said appro- 
priation investment. Payments due hereunder may be deferred for not more 
than two years when, in the judgment of the Board of Directors of the Corpora- 
tion, such payments cannot feasibly be made because of inadequacy of funds 
occasioned by drought, poor business conditions, emergency replacements, or 
other factors beyond the control of the Corporation. 

“(g) The Corporation shall charge rates for power which will produce gross 
revenues sufficient to provide funds for operation, maintenance, and adminis- 
tration of its power system; payments to States and counties in lieu of taxes; 
debt service on outstanding bonds, including provision and maintenance of 
reserve funds and other funds established in connection therewith; payments 
to the Treasury as a return on the appropriation investment pursuant to sub- 
section (f) hereof; and such additional margin as the Board may consider 
desirable for investment in power system assets, retirement of outstanding 
bonds in advance of maturity, reduction of appropriation investment, and other 
purposes connected with the Corporation’s power business, having due regard for 
the primary objectives of this Act, including the objective that power shall be 
sold at rates as low as are feasible. In order to protect the investment of holders 
of the Corporation’s securities and the appropriation investment as defined in 
subsection (f) hereof, the Corporation, during each successive five-year period 
beginning with the period from July 1, 1955, through June 30, 1960, shall apply 
net power proceeds either in reduction (directly or through payments into 
reserve or sinking funds) of its capital obligations, including bonds and the 
appropriation investment, or to reinvestment in power assets, to the combined 
extent of at least the aggregate of the depreciation accruals and other charges 
representing the amortization of capital expenditures applicable to its power 
properties plus the net proceeds realized from any disposition of power facilities 
in said period. 

“(h) Power generating and related facilities operated by the Corporation 
under lease and lease-purchase agreements shall constitute power property held 
by the Corporation within the meaning of section 13 of this Act, but that portion 
of the payment due for any fiscal year under said section 13 to a State where 
such facilities are located which is determined or estimated by the Board to 
result from holding such facilities or selling electric energy generated thereby 
shall be reduced by the amount of any taxes or tax equivalents applicable to such 
fiscal year paid by the owners or others on account of said facilities to said State 
and to local taxing jurisdictions therein. In connection with the construction of 
a generation plant or other facilities under an agreement providing for lease or 





. 
3 
: 
; 


} 











a AA sac iia eee 


ne a Se aOR mat, 





TENNESSEE VALLEY AUTHORITY FINANCING 13 


purchase of said facilities or any interest therein by or on behalf of the Corpora- 
tion, or for the purchase of the output thereof, the Corporation may convey in 
the name of the United States by deed, lease, or otherwise, any real property in 
its possession or control, may perform encineering and construction work and 
other services, and may enter into any necessary contractual arrangements. 

“(i) It is hereby declared to be the intent of this section to provide the Cor 
poration with adequate authority and administrative flexibility to obtain funds 
for such additional power facilities as may be needed in carrying out the purposes 
of Congress specified in this Act, including assurance of an adequate supply of 
electric power for publicly and privately owned defense facilities, by the issu 
ance of its bonds and as otherwise provided herein, and this section shall be 
construed to effectuate such intent.” 

Sec. 2. Paragraph seventh of section 5136 of the Revised Statutes (12 U. 8. C 
sec. 24), as amended, is amended by inserting after “obligations of the Federal 
National Mortgage Association” the words “, or bonds, notes, and other obliga- 
tions issued by the Tennessee Valley Authority”. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 17, 1955. 
Hon. Hersert D. VoceEt., 
Chairman, Board of Directors, Tennessee Valley Authority, 
Knorville, Tenn. 

My Dear GENERAL VOGEL: This will acknowledge your letter dated April 1, 
1955, transmitting copies of a draft bill, to amend the Tennessee Valley Authority 
Act of 1933, as amended, and for other purposes. 

We thank you for the work you have done in having this draft bill prepared 
as requested. It appears to be a long step toward accomplishment of the objec- 
tives stated in the President’s 1956 budget message with respect to financing 
TVA by means other than appropriations. The bill has been referred by the 
Bureau of the Budget to the Treasury Department, the Federal Power Commis- 
sion, and the General Accounting Office. The comments of these agencies and 
the discussion submitted by the Tennessee Valley Authority along with the bill 
have been carefully reviewed by the Bureau of the Budget. Our study of this 
bill in the light of the comments of the other agencies has led us to the conclusion 
that certain modifications in the draft bill are necessary if it is to conform with 
the program of the President. You will find enclosed a copy of the bill moditied 
along these lines with a brief explanation of each change in the bill. 

You will notice that these modifications in the bill are largely in the direction 
of preserving the form and substance of Presidential and congressional control 
over the policies of the Tennessee Valley Authority which are now provided 
under the Government Corporation Control Act. For example, it is considered 
essential that the financial operations of the Tennessee Valley Authority under 
the bill be reported annually in the budget subject to the approval of the Presi- 
dent and the Congress; that an upper limit be set on the amount of revenue 
bonds to be outstanding at any one time; and that the form and timing of bond 
issues be subject to the approval of the Secretary of the Treasury. A number of 
related modifications are made to accomplish these general purposes. 

Other changes in the bill include the following: (1) A provision authorizing 
the Secretary of the Treasury to purchase TVA bonds is deleted; (2) the language 
of the bill is made specific with respect to the requirements for orderly return 
of appropriation investment to the Treasury; and (3) the method for the com- 
putation of the amount of interest payable to the Treasury on appropriation 
investment is changed to conform to Treasury policy. 

Accordingly, you are advised that there is no objection to transmittal of the 
draft bill, as revised in the enclosure, to the Congress and that its enactment 
would be in accord with the program of the President. It is expected that 
consideration will be given to submitting to the Congress an amendment to the 
1956 budget following action on the bill in one House. 

Sincerely yours, 
Row.LaNp Hugues, Director. 

Enclosure. 


66466—55——2 
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EXPLANATORY STATEMENT OF PROPOSED CHANGES IN Drart BILL SUBMITTED RY THE 
TENNESSEE VALLEY AUTHORITY 


The numbered paragraphs below are keyed to the attached draft bill and are 
shown in bold face parenthesis. The sections proposed for deletion in the bill 
are bracketed and the new language is in italics. 

1. The last paragraph of title II is retained, since its deletion would remove 
the present requirement that the construction of new power-producing facilities 
from power revenues be approved by act of Congress. We believe that this 
requirement should be retained. 

2. The effect of this deletion is to retain the authority of the Secretary of 
the Treasury in connection with the issuance of revenue bonds by TVA as pro- 
vided in the Government Corporation Control Act. See note 21. 

3. Language referring to the Corporation’s “power program” is deleted as 
being unnecessary. The change referred to in note 5 would make the bond 
proceeds available for any functions authorized by the act. 

4. In the interest of sound fiscal policy, we believe that there should be an 
upper limit on the amount of bonds outstanding at any one time. This will 
provide an opportunity for Presidential and congressional review at the time 
that a request is made to raise the limit. 

5. The added language restricts the use of loan proceeds to functions author- 
ized by the act to which section 15d is an amendment, thereby giving assurance 
that the authorized functions of the Corporation are not broadened by the 
amendment. 

6. This added language makes clear that the budgetary review and congres- 

sional approval procedure provided for by the Government Corporation Control 
Act shall apply to the use of the proceeds of revenue bonds. 
7. This deletion retains the status quo with respect to treatment of proceeds 
realized from bond: issues and power operations and the expenditures of such 
proceeds with respect to apportionment and definition of budget terms in the 
TVA budget. We believe that TVA should be subject to the same provisions of 
law as are other Government corporations in regard to these matters. The 
Government’s budget totals should continue to include the total programs of 
the Government agencies. 

8. Deletes specific authority to negotiate sales of bonds on the assumption that 
this point should be determined by the Secretary of the Treasury on a uniform 
basis under the Government Corporation Control Act. 

9. Deletions restore supervision over investment of TVA funds and selection of 
depositories to the Secretary of the Treasury in accordance with the provisions of 
sections 302 and 303 of the Government Corporation Control Act. See note 21. 
The Treasury has authority to authorize TVA to use private depositories. 

10. Deletion of subsection (d) removes authority for the Secretary of the Treas- 
ury to purchase TVA revenue bonds. This section is in conflict with the under- 
lying objective of eliminating expenditures by the Treasury to finance further 
expansion of power-generating facilities. 

11. These are perfecting amendments. 

12. This added language would bring the method of computing interest charges 
on the appropriation investment into conformity with Treasury policy in this 
matter. 

13. New language provides for orderly return to the Treasury of an amount 
equal to the depreciation on investment in power facilities financed from appro- 
priations. Payment would be required until the appropriation investment is 
reduced to $250 million. Undistributed earnings would be retained by the 
Corporation. 

14. Provides that rates for power shall reflect amounts required to reduce 
appropriation investment under subsection (f) as well as amounts of interest 
payments required under subsection (e). 

15. Omits reference to the “Corporation’s power business” as unnecessary, and 
substitutes language permitting additional margin for “other purposes incidental” 
to those specifically mentioned. 

16. Deleted as unnecessary, and in order to avoid confusion from mentioning 
one objective of the act while omitting mention of others. 

17. The inserted language is intended to provide for use of net power proceeds 
for retirement of capital obligations and reinvestment in power assets only after 
payment of the required return on, and the reduction of, the appropriation invest- 
ment. 

18. This proviso is intended to insure that the authority to apply net power 
proceeds against the remaining appropriation investment will not conflict with 
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the provision setting $250 million as the minimum Government investment to be 
kept in TVA. See note 13. 

19. Deletion conforms to the policy of the administration with respect to 
Government competition with private business. 

20. This language is unnecessary in view of the provision permitting the use 
of bond proceeds for any functions authorized by the act. See note 5 

21. New subsection (j) makes explicit that the authority granted to the Corpo- 
ration by section 15d is subject to the provisions of sections 301, 302, and 30S of 
the Government Corporation Control Act, in the same manner as other wholly 
owned Government corporations. See notes 2 and 9 

22. New section 2 is designed to require TVA to pay its share of the cost of the 
civil-service retirement and disability compensation systems; also, its share of 
the cost of the employees compensation fund. This is in line with the recommen- 
dations made in the annual audit reports of the General Accounting Office and 
accords with the current policy with respect to self-supporting Government enter- 
prises. 

23. The effect of the change is to permit national banks to deal in or underwrite 
TVA obligations, but without removing restrictions applicable to their purchases 
for their own accounts or limitations on the total amounts which any such bank 
may hold as a result of dealing in, underwriting, or purchasing such securities 
for its own account. 


A BILL To amend the Tennessee Valley Authority Act of 1933, as amended, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the [last three] fourth and fifth q1) 
paragraphs under the subtitle “Independent Agencies and Corporations” in 
title II of the Government Corporations Appropriation Act, 1948 (61 Stat. 576 
577), are hereby repealed: and the Tennessee Valley Authority Act of 1933, as 
amended, is hereby amended by inserting immediately after section 1l5c thereof 
(16 U.S. C., see. 831n-3) the following new section: 

“Sec. 15d. (a) The Corporation is authorized[, without regard to the provi- 
sions of section 303 (a) of the Act of December 6, 1945 (59 Stat. 601-002; 31 
U. S. C., see. 868 (a) | (2) to issue and sell bonds, notes, and other evidences 
of indebtedness (hereinafter collectively referred to as “bonds”) [[to assist in 
financing its power program] (3) in an agvregate amount not to exceed $750, 
000,000 outstanding at any one time, (4) and to refund such bonds. The Corpo- 
ration may, in performing functions authorized by this Act, (5) use the pro- 
ceeds of such bonds for the construction, acquisition, enlargement, improve- 
ment, or replacement of any plant or other facility used or to be used for the 
generation or transmission of electric power (including the portion of any mul- 
tiple-purpose structure used or to be used for power generation) and for re- 
financing any such plant or other facility whether originally financed with the 
proceeds of such bonds or otherwise: as may be required in connection with the 
lease, lease-purchase, or any contract for the power output of any such plant or 
other facility ; and for [incidental] other purposes incidental thereto. No such 
bonds shall be issued or sold, nor shall the proceeds thereof be used, except as 
necessary for such of the foregoing purposes as may be approved by the Congress 
in connection with its consideration of the Corporation’s budget programs trans- 
mitted by the President pursuant to the provisions of the Government Corpora- 
tion Control Act, as amended (31 U.S. C. 841-871). (6) The principal of and 
interest on said bonds shall be payable solely from the Corporation’s net power 
proceeds as hereinafter defined. Net power proceeds are defined for purposes of 
this section as the remainder of the Corporation’s gross power revenues after 
deducting the costs of operating, maintaining, and administering its power 
properties (including costs applicable to that portion of its multiple-purpose 
properties allocated to power) and payments to States and counties in lieu of 
taxes but before deducting depreciation accruals or other charges representing 
the amortization of capital expenditures, plus the net proceeds of the sale or 
other disposition of any power facility or interest therein, and shall include 
reserve or other funds created from such sources. Notwithstanding the pro- 
visions of section 26 of this Act or any other provision of law, the Corporation 
may pledge and use its net power proceeds for payment of the principal of and 
interest on said bonds, for purchase or redemption thereof, and for other pur- 
poses incidental thereto, including creation of reserve funds and other funds 
which may be similarly pledged and used, to such extent and in such manner as 
it may deem necessary or desirable. The Corporation is authorized to enter 
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into binding covenants with the holders of said bonds—and with the trustee, if 
any—under any indenture, resolution, or other agreement entered into in con- 
nection with the issuance thereof (any such agreement being hereinafter re- 
ferred to as a “bond contract”) with respect to the establishment of reserve 
funds and other funds, provisions for insurance, charges for supply of power, 
application and use of net power proceeds, restrictions upon the subsequent 
issuance of bonds or the execution of leases or lease-purchase agreements relat- 
ing to power properties, and such other matters, not inconsistent with this Act, 
as the Corporation may deem necessary or desirable to enhance the market- 
ability of said bonds. 

“(b) Bonds issued by the Corporation hereunder shall not be obligations of, 
nor shall payment of the principal thereof or interest thereon be guaranteed by, 
the United States. [Proceeds realized by the Corporation from issuance of 
such bonds and from power operations and the expenditure of such proceeds shall 
not be subject to apportionment under the provisions of Revised Statutes 3679, 
as amended (31 U. S. C., see. 665), and such proceeds shall not he included in 
computations of receipts, expenditures, surpluses, or deficits in the budget pre- 
pared annually pursuant to section 201 of the Act of June 10, 1921, as amended 
(31 U. S. C., sec. 11), except to the extent of the amounts budgeted by the 
Corporation for payments to the Treasury as interest on bonds of the Corpo- 
ration held by the Treasury, for payments pursuant to subsection (f) hereof on 
account of the appropriation investment as therein defined, and for reduction 
of said investment.] (7) 

“(c¢) Bonds issued by the Corporation under this section shall be negotiable 
instruments unless otherwise specified therein, shall be in such forms and de- 
nominations, shall mature at Such time or times not more than fifty years from 
their respective dates, shall be sold at such prices, shall bear such rates of 
interest, may be redeemable before maturity at the option of the Corporation in 
such manner and at such times and redemption premiums, may be entitled to such 
relative priorities of claim on the Corporation’s net power proceeds with respect 
to principal and interest payments, and shall be subject to such other terms 
und conditions, as the Corporation may prescribe. The Corporation may [sell 
such bonds by negotiation or on the basis of competitive bids, subject to the 
right, if reserved, to reject all bids; may] (8) designate trustees, registrars, 
and paving agents in connection with said bonds and the issuance thereof; may 
arrange for audits of its accounts and for reports concerning its financial condi- 
tion and operations by commercial accounting firms (which audits and reports 
shall be in addition to those required by sections 105 and 106 of the Act of 
December 6, 1945 (59 Stat. 599; 31 U. S. C., sees. 850-851): may [notwith- 
standing the provisions of sections 302 and 3038 of the Act of December 6, 1945 
(59 Stat. 601-602; 31 U. S. C., sees. 867-868), or any other law, but subject 
to any covenants contained in any bond contract,] (9) invest the proceeds of 
any bonds and other funds under its control which derive from or pertain to its 
power program in any securities approved for investment of national bank funds 
Land deposit said proceeds and other funds, subject to withdrawal by check or 
otherwise, in any Federal Reserve bank or bank having membership in the 
Federal Reserve System] (9); any may perform such other acts not prohibited 
by law as it deems necessary or desirable to accomplish the purposes of this 
section. 

[‘‘(d) By agreement between the Corporation and the Secretary of the Treas- 
ury, the Corporation may sell bonds to the Secretary of the Treasury on such 
terms as may be mutually agreed including subordination as to principal and 
interest to the liens of other bonds sold by the Corporation under this section. 
The Secretary of the Treasury may also purchase bonds of the Corporation in the 
open market. For the purpose of purchasing said bonds either directly from the 
Coporation or in the open market, the Secretary of the Treasury is authorized 
to use as a public debt transaction the proceeds from the sale of any securities 
issued under the Second Liberty Bond Act, as amended, and the purposes for 
which securities may be issued under said Act, as amended, are extended to in- 
clude purchases of the Corporation’s obligations, but in computing the outstand- 
ing public debt the amount of any bonds issued by the Corporation and held by 
the Secretary of the Treasury as provided herein shall be deducted from the 
aggregate amount of obligations outstanding under section 21 of the Second 
Liberty Bond Act, as amended (31 U. S. C., sec. 757 (b)), or under any other 
statute limiting the public debt.J (10) 

“(d) Bonds issued by the Corporation hereunder shall be lawful investments 
and may be accepted as security for all fiduciary, trust, and public funds, the 
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investment or deposit of which shall be under the authority or control of any 
officer or agency of the United States. The Secretary of the Treasury or any 
other officer or agency having authority over or control of any such fiduciary, 
trust, or public funds, may at any time sell any of the bonds of the Corporation 
acquired by them under this section. Bonds issued by the Corporation hereunder 
shall be exempt both as to principal and interest from all taxation now or here- 
after imposed by any State or local taxing authority except estate, inheritance, 
and gift taxes. 

“(e) From net power proceeds in excess of those required to meet the Corpo- 
ration’s obligations under the provisions of any bond or bond contract, the Cor- 
poration shall, beginning with fiscal year 1956, make [semiannual] payments 
into the [miscellaneous funds of the] Treasury as miscellaneous receipts on or 
before (11) December 31 and June 30 of each fiscal year as a return on the 
appropriation investment in the Corporation’s power facilities. The said appro- 
priation investment shall consist, in any fiscal year, of that part of the Corpo- 
ration’s total investment assigned to power as of the beginning of the fiscal year 
(including both completed plant and construction in progress) which has been 
provided from appropriations or by transfers of property from other Government 
agencies without reimbursement by the Corporation, less repayments of such 
appopriation investment made under title II of the Government Corporations 
Appropriation Act, 1948, this Act, or other applicable legislation. The payment 
in each fiscal year shall be equal to the computed average interest rate payable 
by the Treasury upon its [total] outstanding marketable public obligations as of 
of the beginning of said fiscal year which are neither due nor callable for redemp- 
tion for fifteen years from date of issue (12) applied to said appropriation in 
vestment. Payments due hereunder may be deferred for not more than two 
years when, in the judgment of the Board of Directors of the Corporation, such 
payments cannot feasibly be made because of inadequacy of funds occasioned by 
drought, poor business conditions, emergency replacements, or other factors 
beyond the control of the Corporation. 

“(f) From net power proceeds in ercess of those required to meet (1) the 
Corporation's obligations under the provisions of any bond or bond contract 
and (2) the return on the appropriation investment required pursuant to sub- 
section (e) hereof, the Corporation shail, on or before December 81 of each 
year, pay into the Treasury as miscellaneous receipts in reduction of the afore- 
said appropriation investment an amount equal to the estimated annual de- 
preciation charge thereon for the fiscal year immediately preceding, or such 
larger amount as may be determined by the Board of Directors of the Corpora- 
tion in the light of the Corporation’s financial condition, until time as said 
appropriation investment shall be reduced to $250,000,000. (13) 

“(g) The Corporation shall charge rates for power which will produce gross 
revenues sufficient to provide funds for operation, maintenance, and adminis- 
tration of its power system; payments to States and counties in lieu of taxes; 
debt service on outstanding bonds, including provision and maintenance of re- 
serve funds and other funds established in connection therewith; payments 
to the Treasury as a return on, and in reduction of, (14) the appropriation in- 
vestment pursuant to [subsection] subsections (e) and (f) hereof; and such 
additional margin as the Board may consider desirable for investment in power 
system assets, retirement of outstanding bonds in advance of maturity, reduc- 
tion of appropriation investment, and other purposes [connected with the Cor- 
poration’s power business] incidental thereto, (145) having due regard for 
the primary objectives of the Act [, including the objective that power shall 
he sold at rates as low as are feasible]. (16) In order to protect the invest- 
ment of holders of the Corporation’s securities and the appropriation in- 
vestment as defined in subsection (e) hereof, the Corporation, during each 
successsive five-year period beginning with the period from July 1, 1955, through 
June 30, 1960, shall apply the net power proceeds remaining after making the 
payments required under subsections (e) and (f) hereof (17) either in re- 
duction (directly or through payments into reserve or sinking funds) of its 
capital obligations, including bonds and the remaining appropriation investment 
or to reinvestment in power assets, to the combined extent of at least the aggre- 
gate of the remaining depreciation accruals and other charges representing the 
amortization of capital expenditures applicable to its power properties plus the 
net proceeds realized from any disposition of power facilities in said period: Pro- 
vided, That the appropriation investment shall not be reduced below $250,000,000 
except pursuant to specific authority of law hereafter enacted. (18) 
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(h) Power generating and related facilities operated by the Corporation 
under lease and lease-purchase agreements shall constitute power property held 
by the Corporation within the meaning of section 13 of this Act, but that portion 
of the payment due for any fiscal year under said section 13 to a State where 
such facilities are located which is determined or estimated by the Board to 
result from holding such facilities or selling electric energy generated thereby 
shall be reduced by the amount of any taxes or tax equivalents applicable to 
such fiscal year paid by the owners or others on account of said facilities to 
said State and to local taxing jurisdictions therein. In connection with the 
construction of a generating plant or other facilities under an agreement provid- 
ing for lease or purchase of said facilities or any interest there in by or on behalf 
of the Corporation, or for the purchase of the output thereof, the Corporation may 
couvey in the name of the United States by deed, lease, or otherwise, any real 
property in its possession or control, [may perform engineering and construction 
work and other services,] (19) and may enter into any necessary contractual 
arrangements. 

“(i) It is hereby declared to be the intent of this section to provide the Cor- 
poration with adequate authority and administrative flexibility to obtain funds 
for such additional power facilities as may be needed in carrying out the pur- 
poses of Congress specified in this Act, [including assurance of an adequate 
supply of electric power for publicly and privately owned defense facilities,] 
(20) by the issuance of its bonds and as otherwise provided herein, and this sec- 
tion shall be construed to effectuate such intent. 

“(j) Pecept for the audits of its accounts by commercial accounting firms as 
provided for in subsection (c) hereof, the authority granted to the Corporation 
by this section shall be subject in all respects to the provisions of sections 301, 
302, and 303 of the Government Corporation Control Act, as amended (381 U.S. C. 
866-868.” (21) 

Sec. 2. The Tennessee Valley Authority Act of 1933, as amended, is hereby 
amended by inserting after the last paragraph of section 8 thereof (16 U.S. C. 
831b) a new paragraph as follores: 

“The Corporation shall contribute to the civil-service retirement and disability 
fund, on the basis of annual billings as determined by the Civil Service Com- 
mission, for the Government’s share of the cost of the civil-service retirement 
system applicable to the Corporation’s employees and their beneficiaries. The 
Corporation shall also contribute to the employee’s compensation fund, on the 
basis of annual billings as determined by the Secretary of Labor, for the benefit 
payments made from such fund on account of the Corporation’s employees. The 
annual billings shall also include a statement of the fair portion of the cost of 
the administration of the respective funds, which shall be paid by the Corpora- 
tion into the Treasury as miscellaneous receipts.” €22 

Section [2] 3. Paragraph seventh of section 5136 of the Revised Statutes (12 
U.S. C., see. 24), as amended is further amended by inserting after [obligations 
of the Federal National Mortgage Association” the words “, or bonds, notes and 
other obligations issued by the Tennessee Valley Authority”.] the words “Farm 
Credit Act of 1933,” the words “or the Tennesece Valley Authority,” and by sub- 
stituting for the word “either” in the proviso following said sentence the word 
“any”, and by substituting for the word “banks” in said proviso the word “organ- 
izations.” (23) 


BUREAU OF THE BupGeT DRAFT 


A BILL To amend the Tennessee Valley Authority Act of 1933, as amended, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the fourth and fifth paragraphs under 
the subtitle “Independent Agencies and Corporations” in Title II of the Govern- 
ment Corporations Appropriation Act, 1948 (61 Stat. 576-577), are hereby re- 
pealed; and the Tennessee Valley Authority Act of 1933, as amended, is hereby 
amended by inserting immediately after section 15c thereof (16 U. S. C., see. 
S5in-8) the following new section: 

“Sec. 15d. (a) The Corporation is authorized to issue and sell bonds, notes, 
and other evidences of indebtedness (hereinafter collectively referred to as 
‘bonds’) in an aggregate amount not to exceed $750,000,000 outstanding at any 
one time, and to refund such bonds. The Corporation may, in performing func- 
tions authorized by this Act, use the proceeds of such bonds for the construction, 
acquisition, enlargement, improvement, or replacement of any plant or other 
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facility used or to be used for the generation or transmission of electric power 
(including the portion of any multiple-purpose structure used or to be used for 
power generation) and for refinancing any such plant or other facility whether 
originally financed with the proceeds of such bonds or otherwise; as may be 
required in connection with the lease, lease-purchase, or any contract for the 
power output of any such plant or other facility: and for other purposes inci- 
dental thereto. No such bonds shall be issued or sold, nor shall the proceeds 
thereof be used, except as necessary for such of the foregoing purposes as may 
he approved by the Congress in connection with its consideration of the Corpora- 
tion’s budget programs transmitted by the President pursuant to the provisions 
of the Government Corporation Control Act, as amended (31 U. 8. C. 841-871). 
The principal of and interest on said bonds shall be payable solely from the Cor 
poration’s net power proceeds as hereinafter defined. Net power proceeds are 
defined for purposes of this section as the remainder of the Corporation's gross 
power revenues after deducting the costs of operating, maintaining, and admin- 
istering its power properties (including costs applicable to that portion of its 
multiple-purpose properties allocated to power) and payments to States and 
counties in lieu of taxes but before deducting depreciation accruals or other 
charges representing the amortization of capital expenditures, plus the net pro 
ceeds of the sale or other disposition of any power facility or interest therein, 
and shall include reserve or other funds created from such sources. Notwith 
standing the provisions of section 26 of this Act or any other provision of law, the 
Corporation may pledge and use its net power proceeds for payment of the prin 
cipal of and interest on said bonds, for purchase or redemption thereof, and 
for other purposes incidental thereto, including creation of reserve funds and 
other funds which may be similarly pledged and used, to such extent and in 
such manner as it may deem necessary or desirable. The Corporation is author- 
ized to enter into binding covenants with the holders of said bonds—and with 
the trustee, if any—under any indenture, resolution, or other agreement entered 
into in connection with the issuance thereof (any such agreement being herein- 
after referred to as a ‘bond contract’) with respect to the establishment of reserve 
funds and other funds, provisions for insurance, charges for supply of power, 
application and use of net power proceeds, restrictions upon the subsequent 
issuance of bonds or the execution of leases or lease-purchase agreements relating 
to power properties, and such other matters, not inconsistent with this Act, as 
the Corporation may deem necessary or desirable to enhance the marketability 
of said bonds. 

“(b) Bonds isued by the Corporation hereunder shall not he obligations of, 
nor shall payment of the principal thereof or interest thereon be guaranteed by, 
the United States. 

“(c) Bonds issued by the Corporation under this section shall he negotiable 
instruments unless otherwise specified therein, shall be in such forms and denom 
inations, shall mature at such time or times not more than fiifty vears from their 
respective dates, shall be sold at such prices, shall bear such rates of interest, 
may be redeemable before maturity at the option of the Corporation in such 
manner and at such times and redemption premiums, may be entitled to such 
relative priorities of claim on the Corporation’s net power proceeds with respect 
to principal and interest payments, and shall be subject to such other terms 
and conditions, as the Corporation may prescribe. The Corporation may designate 
trustees, registrars, and paying agents in connection with said bouds and the 
issuance thereof: may arrange for audits of its accounts and for reports con 
cerning its financial condition and operations by commercial acounting firms, 
which audits and reports shall be in addition to those required by sections 105 
and 106 of the Act of December 6, 1945 (59 Stat. 599, 31 U. S. C., sees. SHO-851) : 
may invest the proceeds of any bonds and other funds under its control which 
derive from cr pertain to its power program in any securities approved for 
investment of national bank funds; and may perform such other acts not pro 
hibited by law as it deems necessary or desirable to accomplish the purposes of 
this section. 

“(d) Bonds issued by the Corporation hereunder shall be lawful investments 
and may be accepted as security for all fiduciary, trust, and publie funds, the 
investment or deposit of which shall be under the authority or control of any 
officer or agency of the United States. The Secretary of the Treasury or any 
other officer or agency having authority over or control of any such fiduciary. 
trust or public funds, may at any time sell any of the bonds of the Corporation 
acquired by them under this section. Bonds issued by the Corporation hereunder 
shall be exempt both as to principal and interest from all taxation now or 
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hereafter imposed by any State or local taxing authority except estate, inherit- 
ance and gift taxes. 

“(e) From net power proceeds in excess of those required to meet the Corpora- 
tion’s obligations under the provisions of any bond or bond contract, the Corpora- 
tion shall, beginning with fiscal year 1956, make payments into the Treasury as 
miscellaneous receipts on or before December 31 and June 30 of each fiscal year 
as a return on the appropriation investment in the Corporation's power facil- 
ities. The said appropriation investment shall consist, in any fiscal year, of that 
part of the Corporation’s total investment assigned to power as of the beginning 
of the fiscal year (including both completed plant and construction in progress) 
which has been provided from appropriations or by transfers of property from 
other Government agencies without reimbursement by the Corporation, less 
repayments of such appropriation investment made under title I] of the Govern- 
ment Corporations Appropriation Act, 1948, this Act, or other applicable legis- 
lation. The payment in each fiscal year shall be equal to the computed average 
interest rate payable by the Treasury upon its outstanding marketable public 
obligations as of the beginning of said fiscal year which are neither due nor 
callable for redemption for fifteen years from date of issue applied to said 
appropriation investment. Payments due hereunder may be deferred for not 
more than two years when, in the judgment of the Board of Directors of the 
Corporation, such payments cannot feasibly be made because of inadequacy of 
funds occasioned by drought, poor business conditions, emergency replacements, 
or other factors beyond the control of the Corporation. 

“(f) From net power proceeds in excess of those required to meet (1) The 
Corporation's obligations under the provisions of any bond or bond contract and 
(2) the return on the appropriation investment required pursuant to sub- 
sectin (e) hereof, the: Corporation shall, on or before December 31 of each 
year, pay into the Treasury as miscellaneous receipts in reduction of the aforesaid 
appropriation investment an amount equal to the estimated annual depreciation 
charge thereon for the fiscal year immediately preceding, or such larger amount 
as may be determined by the Board of Directors of the Corporation in the light 
of the Corporation's financial condition, until such time as said appropriation 
investment shall be reduced to $250,000,000. 

“(g) The Corporation shall charge rates for power which will produce gross 
revenues sufficient to provide funds for operation, maintenance, and administra- 
tion of its power system; payments to States and counties in lieu of taxes; debt 
service on outstanding bonds, including provision and maintenance of reserve 
funds and other funds established in connection therewith; payments to the 
Treasury as a return on, and in reduction of, the appropriation investment pur- 
suant to subsections (e) and (f) hereof; and such additional margin as the 
Board may consider desirable for investment in power system assets, retirement 
of outstanding bonds in advance of maturity, reduction of appropriation invest- 
ment, and other purposes incidental thereto, having due regard for the primary 
objectives of the act. In order to protect the investment of holders of the Cor- 
poration’s securities and the appropriation investment as defined in subsection 
(e) hereof, the Corporation, during each successive five-year period beginning 
with the period from July 1, 1955, through June 30, 1960, shall apply the net 
power proceeds remaining after making the payments required under subsec- 
tions (e) and (f) hereof either in reduction (directly or through payments into 
reserve or sinking funds) of its capital obligations, including bonds and the re- 
maining appropriation investment or to reinvestment in power assets, to the 
combined extent of at least the aggregate of the remaining depreciation accruals 
and other charges representing the amortization of capital expenditures appli- 
cable to its power properties plus the net proceeds realized from any disposition 
of power facilities in said period: Provided, That the appropriation investment 
shall not be reduced below $250,000,000 except pursuant to specific authority of 
law hereafter enacted. 

“(h) Power generating and related facilities operated by the Corporation under 
lease and lease-purchase agreements shall constitute power property held by the 
Corporation within the meaning of section 13 of this Act, but that portion of the 
payment due for any fiscal year under said section 13 to a State where such 
facilities are located which is determined or estimated by the Board to result 
from holding such facilities or selling electric energy generated thereby shall be 
reduced by the amount of any taxes or tax equivalents applicable to such fiscal 
year paid by the owners or others on account of said facilities to said State and 
to local taxing jurisdictions therein. In connection with the construction of a 
generating plant or other facilities under an agreement providing for lease or 
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purchase of said facilities or any interest therein by or on behalf of the Corpora 
tion, or for the purchase of the output thereof, the Corporation may convey in 
the name of the United States by deed, lease, or otherwise, any real property in 
its possession or control, and may enter into any necessary contractual arrange 
ments. 

“(i) It is hereby declared to be the intent of this section to provide the Corpor- 
ation with adequate authority and administrative tiexibility to obtain funds for 
such additional power facilities as may be needed in carrying out the purposes 
of Congress specified in this Act, by the issuance of its bonds and as otherwise 
provided herein, and this section shall be construed to effectuate such intent 

“(j) Except for the audits of its accounts by commercial accounting firms as 
provided for in subsection (c) hereof, the authority granted to the © rpor “ation 
by this section shall be subject in all respects to the provisions of section 301, 
302, and 303 of the Government Corporation Control Act, as amended (31 U.S.C. 
S66-868 ) .” 

Sec. 2. The Tennesseee Valley Authority Act of 1955, as amended, is hereby 
amended by inserting after the last paragraph of section 5 thereof (16 U. 8. C 
831b) a new paragraph as follows: 

“The Corporation shall contribute to the civil-service retirement and disa- 
bility fund, on the basis of annual billings as determined by the Civil Service 
Commission, for the Government’s share of the cost of the civil-service retire- 
ment system applicable to the Corporation’s employees and their beneficiaries 
The Corporation shall also contribute to the employee’s compensation fund 
on the basis of annual billings as determined by the Secretary of Labor, for the 
benefit payments made from such fund on account of the Corporation's em 
ployees. The annual billings shall also include a statement of the fair portion 
of the cost of the administration of the respective funds, which shall be paid 
by the Corporation into the Treasury as miscellaneous receipts.” 

Sec. 3. Paragraph seventh of section 5136 of the Revised Statutes (12 
U. S. C., see. 24), as amended, is further amended by inserting after the words 
“Farm Credit Act of 1933,” the words “or the Tennessee Valley Authority,” and 
by substituting for the word “either” in the proviso following said sentence the 
word “any,” and by substituting for the word “banks” in said proviso the word 
“organizations.” 


Senator Kerr. Now, my very distinguished and able colleague _— 
Tennessee, Senator Gore, has coll: iborated with me on this bill and 
in my judgment, he is the greatest authority in the Congress on the 
Tennessee Valley Authori ity, and he is a member of this subcommittee. 

I would like to call upon you, Senator Gore, to present the evidence 
as you may choose from here on. 

Senator Gore. Mr. Chairman, you are very kind indeed. I have 
no particular plans other than I would like to suggest to the chair- 
man of the committee that two members of the TVA Board of Direc 
tors are present, as is the staff of TVA. 

As I understand it informally, the plan submitted is in large part 
incorporated in the Kerr bill, and is the work of the TVA stati under 
the supervision and guidance of the TVA Board of Directors. 

I have but a simple suggestion and that is that the committee hear 
first from the Board of Directors in whatever general or preliminary 
statements they wish to make and then call on the staff to present the 
details of the plan. 

Senator Kerr. Very good. Is General Vogel here? 

General Voce.. I am here. 

Senator Case. Mr. Chairman, I note that the bill starts out by call 
ing for the repeal of three paragraphs of title II of the Government 
Corporations Appropriation Act of 1948. I wonder if they are readily 
available and if we might have them inserted in the record at this 
point so that we will know what we are displacing by the proposal 
in this bill? 

Senator Kerr. Was there not a folder for Senator Case which con- 
tained this language ? 
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Senator Gore. He may have my folder. I think his suggestion is 
good that those three paragraphs be incorporated. 

Senator Kerr. Those three paragraphs of the 1948 Government 
Corporations Appropriation Act will be made a part of the record at 
this point. 

(The information referred to is as follows :) 


TITLe II, GOVERNMENT CORPORATIONS APPROPRIATION Act, 1948 (61 Strat. 576—577) 


TiTLe II 
a oo * os ae * é 
INDEPENDENT AGENCIES AND CORPORATIONS 
= a om Bs * * * 


Tennessee Valley Authority: Not later than June 30, 1948, and not later than 
June 30 of each calendar year thereafter, until a total of $348,239,240 has been 
paid as herein provided, the board of directors of the Tennessee Valley Authority 
shall pay from net income derived the immediately preceding fiscal year from 
power operations (such net income to be determined by deducting power oper- 
ating expenses, allocated common expense, and interest on funded debt from 
total power operating revenues) not less than $2,500,000 of its outstanding 
bonded indebtedness to the Treasury of the United States exclusive of interest, 
and such a portion of the remainder of such net income into the Treasury of the 
United States as miscellaneous receipts as will, in the ten-year period ending 
June 30, 1958, and in each succeeding ten-year period until the aforesaid total 
of $348,239,240 shall have been paid, equal not less than a total of $87,059,810, 
including payment of bonded indebtedness exclusive of interest on such bonded 
indebtedness. Total payments of not less than $10,500,000 shall be made not 
later than June 30, 1948. 

Amounts equal to the total of all appropriations herein and hereafter made to 
the Tennessee Valley Authority for power facilities shall be paid by the board 
of directors thereof, in addition to the total of $348,239,240 specified in the fore- 
going paragraph, to the Treasury of the United States as miscellaneous receipts, 
such payments to be amortized over a period of not to exceed forty years after 
the year in which such facilities go into operation. 

None of the power revenues of the Tennessee Valley Authority shall be used 
for the construction of new power producing projects (except for replacement 
purposes) unless and until approved by Act of Congress, 


Senator Case. Just roughly, Mr. Chairman, in order that we have 
the picture before us, it is my recollection and I think perhaps Sena- 
tor Gore may have a better and I am sure more accurate memory than 
mine on this, that this has to do with some compromise to be worked 
out in the appropriations act relative to the financing of the Tennes- 
see Valley Authority, their auditing and return to their investment. 

Senator Gore. Mr. Chairman, Senator Case was, and I think I ean 
properly say this, the moving light and force in the enactment of the 
Government Corporations ( ‘ontrol Act. 

Senator Casr. I was not the moving force but I did have the privi- 
lege of being one of the sponsors in the House. 

Senator Gorr. Well, the Senator is very modest. I hope the Chair 
will not object if I still insist on my interpretation. 

Senator Kerr. I will say, although I was not there, that knowing 
Senator Case and knowing the very able approach he has, I would 
accept your statement as probably being accurate. 

Senator Gore. Thank you, and Senator Case, then C ongressman 
Case, recognized that there were certain features of the C orporation 
Control Act would did not ex: ictly fit the particular operations of 
TVA and, I believe, that his interpretation of these three paragraphs 
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is correct in general but, I believe that as the testimony of the staf 
develops, that that point will be made very clear. 

Senator Kerr. That language, as you notice there, Senator, repeals 
these 3 paragraphs, the first 2 of which require the Corporation to 
pay back within 40 years, the appropriation investment and power 
facilities and the last of the 3 paragraphs prohibits the use of power 
revenues for the construction of new power-producing projects with 
out express congressional approval. 

Senator Case. Mr. Chairman, I think that is fine. It establishes 
what we are proposing to do then, which is to have something that 
will replace that which was worked out as a modification of the Gov- 
ernment Corporation Control Act. 

Senator Kerr. Right. 

We will hear from General Vogel. 


STATEMENTS OF BRIG. GEN. HERBERT D. VOGEL, CHAIRMAN OF 
THE BOARD, TENNESSEE VALLEY AUTHORITY, AND CARL 
SCHWARTZ, JR., HEAD OF THE RESOURCE AND CIVIL WORKS 
DIVISION, BUREAU OF THE BUDGET 


General Voger. Senator Kerr, members of the committee, at the 
request of Senator Kerr, I have prepared a brief opening statement 
which may be distributed to the members. 

The Tennessee Valley Authority is a corporate agency of the Fed- 
eral Government designed for the integrated development of the 
Tennessee River, its tributaries, and the soil and water resources of its 
watershed area. It was created in 1933 by an act of Congress, the 
syllabus of which is as follows: To improve the navigability and to 
provide for the flood control of the Tennessee River; to provide for 
yee RP and the proper use of marginal lands in the Tennessee 

Valley; to provide for the national defense by the creation of a cor- 
poration for the operation of Government properties at and near 
Muscle Shoals in the State of Alabama, and for other purposes. 

These things are in the nature of normal Government pursuits 

carried on in other regions of the country by normal agencies of Gov- 
peenina under the several departments to serve the national interest. 
As on other rivers flood control has been effected, a navigable channe] 
has been created by the construction of locks and dams, large areas 
have been reforested, the interests of agriculture and industry have 
been served, and in general great impetus has been given to the devel- 
opment of all natural resources. The assistance of other Federal 
agencies, the affected States, and local interests has been increasingly 
sought during the passage of years, and the work being carried on 
today represents the coordinated efforts of all echelons of govern- 
ment. For example, the Corps of Engineers operates and maintains 
the locks and navigable channel of the main river; the Department 
of Agriculture assists in the fertilizer program which has grown 
out of the research and development conducted at Muscle Sho: als: the 
States are cooperating to the end of reducing stream pollution and 
developing forested lands; and local interests are seeking to extend 
the advantages of flood control by the application of measures within 
their means. 
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By section 10 of the creating act, the TVA Board of Directors was— 


empowered and authorized to sell the surplus power not used in its operations, 
and for operation of locks and other works generated by it, to States, counties, 
municipalities, corporations, partnerships, or individuals according to the policies 
hereinafter set forth. 

Demands for this power have grown by leaps and bounds since 
W orld War II, with approximately half of the total output going to 
defense agenc ies of the Federal Government. Steam plants of large 

capacity have been required to augment the production by hydro 
plants, and as of today the steam ‘plants have a rated capacity of 
about 5 million kilowatts out of a total rated capacity for the system 
of 8,484,985 kilowatts. This corresponds to a dependable total capac- 
ity of about 8,721,000 kilowatts, but still the demand is growing. 
Senator Kerr. General, in order that I may better understand the 
significance of that language, I would like for you to explain to me 
how it is that a rated “capacity of 8,484,985-kilowatt capacity cor- 
responds to the dependable total capacity of 8,721,000 kilowatts ¢ 

General VoceL. Because in every steam plant, sir, certain margins 
are kept in reserve over and bey ond that at which the facilities or the 
plant is rated, and which can be used in emergencies or can be used 
to make the necessary power available if and when it is required. 

Senator Kerr. In other words, that is just the ability of the unit to 
do more than its designated capacity would indicate if you limited 
yourself to a literal inter ‘pretation ¢ 

General VoceL. Yes, sir. 

Senator Kerr. Thank you. 

Now, one more question. The 5 million kilowatt capacity repre- 
sented by the steam plants has one relationship to the 8,484,985 and 
another relationship to the 8,721,000? 

General Vocex. It refers only to the former figure of 8,484,985. 

Senator Kerr. Then the amount of actual capacity, over the rated 
capacity, is in the steam plants and would be above the 5 million 
figure ¢ 

General VocreL. Not entirely, sir. You would have that in both 
plants. 

Senator Kerr. You have that excess then by reason of the ability of 
both the hydroelectric generators and the steam generators and the 
excess is not derived entirely from either of the two? 

General Vocrn. I would like to make the point clear. We would 
not want ordinarily to depend on that excess. I am merely pointing 
it out to show we do have a little bit of frosting on the cake. 

Senator Kerr. Thank you. 

General Vogen. In 1953, to meet a demand load of 5,057 mega- 
watts——— 

Senator Kerr. Would you explain what that is? I guess every- 
body knows. 

General Voce. That is 5,057,000 kilowatts, sir. 

Senator Kerr. That is what I guessed, but I wanted to be reassured. 
Thank you. 

General Voce. In 1953, to meet a load of 5,057 megawatts there 
was available to TVA from its own plants, Alcoa plants, and installa- 
tions of the Corps of Engineers on the Cumberland River a total of 
4,847 megawatts. 


Senator Kerr. As compared to 5,057 in 1953 ? 








TENNESSEE VALLEY AUTHORITY FINANCING 25 


General Vocer. Yes. 

Senator Kerr. May I ask you this? 

General VoceL. Pardon me. 

Senator Kerr. Was the demand in 1953, 5,057 megawatts! Is that 
not what it says in the next te last paragraph on page one? 

General Vocen. Yes, sir; that is right. 

Senator Kerr. And as compared to that, your estimate is ¢ 

General Vocet. That it will grow to 9,800 megawatts by the end of 
1957. 

Senator Kerr. That will have been in a 4-year period ? 

General Voce. Yes, sir. 

Senator Kerr. Now, I gather from the fact that your present ca- 
pacity is 8,484 megagatts ‘and that presently you are just about able 
to meet that, that the demand has increased from 5,057 in 1953 to 
8,484 in 1955? 

General Voce... The total rated capacity at present is that figure. 

Senator Kerr. Thank you. I wanted to get that clear in my mind. 

General Vocex. With 315 megawatts purchased from neighboring 
private utilities there was left a slight margin at the peak period 
which normally extends from about the middle of December to the 
middle of January. 

With its present capacity TVA should be able to meet this year’s 
peak with a reasonable margin to spare, but it must be noted that 
demands are increasing almost daily. 

By the end of 1957 the demand load is estimated to reach a peak of 
9,800 megawatts, and under the present program we will have an 
assured capacity of 9,483 megawatts after allowing for operating re- 
serves of 860 megawatts. The dependable total capacity will be 10,342 
megawatts at that time, adding 860 and 9,483. 

At the end of 1958, under the present program, there will be an 
assured capacity of 9,483 megawatts and a dependable total capacity 
of 10,342 megawatts to meet an anticipated load of 10,100 which re- 
flects the decrease of 500 megawatts resulting from Memphis’ building 
its own plant. 

This, as you can see, runs TVA very close to the line in meeting its 
obligations, and does not provide the margin that would be norm: rally 
sought by private utilities. 

By adding 4 more units to the Johnsonville plant and 1 each to 
John Sevier and Gallatin, assured capacity of the system can be 
stepped up to 10,672 megawatts by the end of 1957, and to 11.335 by 
the end of 1958. This would provide a fair and rather comfortable 

margin. 

However, there will be no appropriations to pay for these additional 
facilities, and that points up the necessity for congressional action 
which will authorize TVA to finance this and future necessary con- 
struction by the sale of revenue bonds. 

In the President’s budget message this year it was stated: 

The Tennessee Valley Authority is giving immediate attention to the possibili- 
ties of financing further expansion of its power system by means other than 
Federal appropriations. The Authority has been requested to complete its 
studies in time to permit consideration by the Congress at this session of any 
legislation that may be necessary. It is expected that the power needs for the 


system will be reexamined after the Congress has had an opportunity to con- 
sider legislation to provide for future financing. 
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A plan for self-financing was evolved by the TVA staff and sub- 
mitted to the Bureau of the Budget for its review and comment. The 
Bureau made certain changes to bring the plan into accord with the 
President’s program, and a revised draft was submitted to the Public 
Works Committees of both Houses of Congress. 

Senator Case. Mr. Chairman, just one question. 

Senator Kerr. Senator Case. 

Senator Case. Is the bill before us an incorporation of the revised 
draft as proposed by the Bureau of the Budget ¢ 

Senator Gore. Mr. Chairman, no bill has been introduced. How- 
ever, you will find a copy of the text of the bill in the enclosures which 
I handed you. 

Senator Kerr. And that was one of the exhibits I put into the 
record. 

Senator Case. The Budget Bureau’s letter has been put into the 
record ¢ 

Senator Kerr. I put those documents into the record. No. 1 was 
a copy of the bill before us, S. 2373; No. 2, a copy of the original 
bills submitted by the TVA authority to the Director of the Budget; 
No. 3, a copy of the bill as revised by the Bureau of the Budget and 
returned to the TVA Authority. 

Senator Casg. Now, to what does S. 2373 correspond? Is that as 
the draft was originally proposed by the TV A staff ¢ 

Senator Kerr. I must say that it is rather close to the draft origi- 
nally submitted by TVA with some modifications. It is more nearl; y 
similar to the draft submitted originally by the TVA Authority 
than it is to the one as it emerged from the Budget Bureau. 

Senator Case. Do they follow the same general material so when 
we come to work on the bill that we can follow them right along ¢ 

Senator Kerr. And detect differences. 

Senator Case. Yes. 

General Vocre.. The principal effects of the Bureau’s changes were 
to retain controls within Congress, to keep the operations of TVA 
within the provisions of the Government Cor porations Control Act, 
and to effect amortization of the outstanding indebtedness by annual 
payments in amounts equal to the estimated annual depreciation 
charge until the appropriation investment shall be reduced to $250 
million. 

Two identical bills have been introduced in the House based on the 
plan worked up by the TVA staff, and one has been introduced which 
incorporates the Budget Bureau’s changes. S. 2373, now under con- 
sideration by this subcommittee, is a slightly altered version of the 
original TVA draft. It eliminates the first two sentences of sub- 
section (e) of that draft which would make TVA revenue bonds 
lawful investments for fiduciary, trust, and public funds, the invest- 
ment or deposit of which shall be under the authority or control of 
any ofticer or agencies of the United States. 

Senator Kerr. Just a minute, General, did you get the significance 
of that? 

Senator Casr. In your bill, as you introduced it, it eliminated the 
provision which would have made TVA revenue bonds lawful invest- 
ments ? 

Senator Kerr. For these trust funds now being held by the Gov- 
ernment here for social security and so forth. 
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General Vocer. It does not contain the changes which the Bureau 
of the Budget reported necessary to bring it into accord with the 
President’s program except that it eliminates subsection (d) of the 
TVA draft which would authorize the Secretary of the Treasury to 
purchase TVA revenue bonds. 

Senator Kerr. Is that clear? 

Senator Case. I follow that. Your draft of the bill would not 
make these bonds available for purchase by the Treasury ¢ 

General Voorn. That is correct. 

Senator Gorr. Or the trust funds, either. 

Senator Kerr. Proceed, General. 

General Voce... In my letters trans ane the draft of the bill ; 
revised by the Bureau of the Budget, I advised the congressional com 
mittees that it was the judgment. of a majority of the Board of Di 
rectors that some of the proposed changes would create serious prob 
lems. Of particular concern were those which it appeared to them 
would make more rigid the financial obligations on the TVA power 
system. Fixed cash payments to be paid to the Treasury from power 
earnings, they felt, would be larger under the revised bill—— 

Senator Kerr. That is under the Budget’s revised bill. Proceed. 

General VoceL. Than were contemplated in the origmal plan. An 
other objection was to combining interest with amortization, which 
they felt would impose obligations beyond those indicated by normal 
business standards. 

While agreeing basically on the urgent need for legislation to au- 
thorize TVA to finance its future program by the issuance of revenue 
bonds, and while concurring that the original draft provides an opti- 
mum charter from the standpoint of TVA, I cannot agree that the 
version as amended by the Bureau of the Budget will present obstacles 
or restrictions to the operations of TVA = h cannot be minimized 
or wholly removed by timely planning. I do not believe it is con- 
trary to the interests of TVA that it “reduce its indebtedness while 
paying interest on that sum. It is largely academic whether annual 
depreciation charges be used for that purpose or invested in facilities. 

The Tennessee Valley Authority in its role of power producer is a 
wholly owned Government corporation. As such, it has an obliga- 
tion to conduct its operations as nearly in consonance with established 
business methods as possible and to be generally subject to the same 
limitations and privileges that accrue to private enterprises. By so 
doing it will strengthen itself and reduce adverse criticism. 

Also, as a wholly owned Government corporation, I see no reason 
why the Tennessee Valley Authority should not operate under gen- 
erally the same laws that apply to other Government corporations, and 
I so recommend. 

Senator Kerr. Will you get specific, General, as to the particular 
items that would be included under that general language? 

General Vocet. We can get specific, sir. I h: 1d not intended to 
in this opening statement but it refers, of course, to many things 
which will appear throughout the revised draft such as approval by 
the Secretary of the Treasury of the bonds to be issued. 

Senator Kerr. If we fail to get that information from other wit- 
nesses, you will submit it for the record ? 

General Vocei. Yes, sir. It will all be brought out. 
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The Tennessee Valley Authority should be neither singly favored 
nor singly handicapped. The bill as revised by the Bureau of the 
Budget and submitted to your committee would, in my opinion, accom- 
plish this purpose. I urge that you give it your serious consideration 
with a view to securing action, if possible, during the current session 
of Congress. I believe that its passage would be in the interest of 
TVA, the area served by it, and the Nation as a whole. 

Senator Kerr. Thank you very much, General. 

Are there any questions? Senator Gore? 

Senator Gore. No questions. 

Senator Kerr. Senator Case? 

Senator Casr. Mr. Chairman, I do have some questions. 

General Vogel, you speak of the bill as revised by the Bureau of 
the Budget. Now, the bill as revised by the Bureau of the Budget, 
is it essentially a different bill or are there revisions in the nature of 
specific amendments as points in the bill are introduced ¢ 

General Voce.. They are specific amendments, additions, and sub- 
tractions from the original draft and I believe that the revised version 
is available to the committee. Is it not, sir? 

Senator Kerr. Yes, sir. 

_ Senator Case. General Vogel, in your capacity, are you speaking for 
the Tennessee Valley Authority or are these your own personal opin- 
ions in your recommendation here? 

General Vocex. I am speaking from what I believe to be the best 
interests of the Tennessee Valley Authority and I have made it plain, 
in my statement, where I am speaking for the other directors of the 
Board and where I am speaking only for myself. 

Senator Cass. In general, do you both individually, and speaking 
for the Tennessee Valley Authority, endorse the idea of financing the 
improvements of the TVA through the issuance of revenue bonds as 
distinguished from congressional appropriations ? 

General Voce. Very definitely, sir. 

Senator Case. And, in making that statement, do you also represent 
what you believe to be the position of the Bureau of the Budget and 
the administration in recommending revenue-bond financing ? 

General Voge. Yes, sir; I think I speak for everyone, with a voice 
in TVA, in making such a recommendation. 

Senator Case. That is, no member of the Tennessee Valley Author- 
ity is opposed to revenue bonds as a method of financing improvements 
as distinguished from getting appropriations annually from Congress? 

General Vocet. As to weighing it against the appropriations 
method, I would prefer that those who are to be heard would speak 
for themselves, although I believe it is true that we all favor it because 
of the situation which has developed at the present time. I refer to 
proceeding in the direction of financing our future developments by 
the issuance of revenue bonds. 

Senator Case. Now, you have given some figures as to the needs 
that would have to be met or should be met to meet this anticipated 
load. Supposing you translate that into dollars and tell us in terms 
of dollars what it will cost to provide the capital improvements that 
you propose or recommend woud be financed through the sale of reve- 
nue bonds. 

General Voce. I do not have those figures readily available, Sena- 
tor. I can get them in a minute by referring to a member of the staff. 
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In round figures, Senator, $144 million for the 6 additional units, 
which would include the Johnsonville plant, and 1 each at Sevier and 
Gallatin. 

Senator Casr. That is $144 million ? 

General VoceEL.’ Yes. 

Senator Case. How large a bond issue would you recommend in 
order to make it possible to accomplish that improvement ‘ 

General Vocet. We have not gone into that in such detail, Senator, 
as to know what it would be. 

Senator Case. You are not proposing, are you, that the Congress 
give to the Tennessee Valley Authority, authority to issue bonds 
without limitation ? 

General Vocex. I do not think that has been seriously sought, sir. 

Senator Case. Well, we recently had a highway proposal before the 
committee and some of us felt that to give an independent agency the 
authority to issue $21 billion in bonds, without congressional review, 
was a little bit too stiff, and I certainly would be opposed to giving 
the Tennessee Valley Authority or any independent corporation un- 
limited authority to issue bonds that are dependent in any way upon 
the good faith of the Government, either for their support—and 
perhaps here they would not be supported—or for their administra- 
tion by an agency created by the Government. 

There certainly ought to be some limitation or some idea of what 
we are authorizing here. We certainly ought not to say that the sky 
is the limit for some independent corporation created by the Govern- 
ment. 

My asking you how much you need to accomplish this job would 
give me some idea as to what we are proposing here to authorize. 

General Vocet. The first job—and it is about as far as the Board 
has actually proceeded in its advance planning at the moment—would 
be to provide additional units to the existing steam plants and, as I 
have indicated, it would be in the range of around $150 million. 

Senator Case. $150 million? 

General Voce. It would be closer to $144 million. 

Senator Case. Are there any other capital investments that you 
envision in the reasonably near future that would call for an authori- 
zation at this time in proposing a bond issue? 

General VocEet. We have only projected our needs as far as 1958, 
sir. I am sure that as we project beyond that and consider the normal 
increases, it may be expected that we would have to have additional 
construction in subsequent years. 

Senator Case. Under the terms of the bill—I have not had an 
opportunity to read the bill yet—either as it has been introduced or 
as 1t is proposed to be amended by the recommendation of the Bureau 
of the Budget, what control or review of the expenditures under the 
bond issues would Congress have? 

General Voce. Well, under the original bill, there would be a 
report made to Congress which would, I presume, afford the Congress 


some opportunity to indicate its pleasure and displeasure after the 
fact. 


Senator Casz. After the fact? 

General Vocer. After the fact; yes, sir. 

Senator Kerr. May I make a contribution there, Senator ? 
66466—55——3 
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Senator Case. Certainly. 

Senator Kerr. Is not the control, both as it would be under the 
suggested bill and under the bill before us, in accordance with the 
Government Corporation Control Act and I know that the Senator is 
familiar with sections 102, 103, and 104, which are codified as sections 
847, 848, and 849, title 31, United States Code, relating to preparation 
of annual budget business-type budget; form, content, and manner 
of submission; transmission of budget program to Congress; amend- 
ments; effective date; consideration of programs by Congress; en- 
actment of necessary legislation; effection of section on certain exist- 
ing authority of corporations, and so forth. 

Let there be placed in the record, at this point, sections 102, 103, 
and 104 of the Government Corporation Control Act, as amended, 
as codified in title 31, United States Code, sections 847, 848, and 
849. 

(The above-mentioned document is as follows :) 


GOVERNMENT CORPORATION Controt AcT, AS AMENDED 31 U. S. C. Secs. 841-869 
SUBCHAPTER I—PURPOSES 


§ 841. Declaration of policy 


It is declared to be the policy of the Congress to bring Government corporations 
and their transactions and operations under annual scrutiny by the Congress and 
provide current financial control thereof. (Dec. 6, 1945, ch. 557, § 2, 59 Stat. 
597.) 


* a * * * * - 


SUBCHAPTER II—WHOLLY OWNED GOVERNMENT CORPORATIONS 


§ 846. Definition of “wholly owned Government corporation” 


As used in this chapter the term “wholly owned Government corporation” means 
the Commodity Credit Corporation; Federal Intermediate Credit Banks; Pro- 
duction Credit Corporations; Regional Agricultural Credit Corporations; Farm- 
ers Home Corporation; Federal Crop Insurance Corporation; Federal Farm 
Mortgage Corporation; Federal Surplus Commodities Corporation; Reconstruc- 
tion Finance Corporation; Defense Plant Corporation; Defense Supplies Cor- 
poration; Metals Reserve Company; Rubber Reserve Company; War Damage 
Corporation ; Federal National Mortgage Association; the RFC Mortgage Com- 
pany; Disaster Loan Corporation; Inland Waterways Corporation; Warrior 
River Terminal Company ; Virgin Islands Corporation ; Federal Prison Industries, 
Incorporated ; United States Spruce Production Corporation ; Institute of Inter- 
American Affairs; Institute of Inter-American Transportation; Inter-American 
Educational Foundation, Incorporated ; Inter-American Navigation Corporation; 
Prencinradio, Incorporated; Cargoes, Incorporated; Export-Import Bank of 
Washington; Petroleum Reserves Corporation; Rubber Development Corpora- 
tion; U. S. Commerical Company; Smaller War Plants Corporation; Federal 
Public Housing Authority (or Public Housing Administration) and including 
public housing projects financed from appropriated funds and operations thereof; 
Defense Homes Corporation; Federal Savings and Loan Insurance Corporation; 
Home Owners’ Loan Corporation; United States Housing Corporation; Federal 
Housing Administration; Panama Canal Company; Tennessee Valley Author- 
ity; and Tennessee Valley Associated Cooperatives, Incorporated. (Dec. 6, 
1945, ch. 557, title I, § 101, 59 Stat. 597; 1947 Reorg. Plan No. 3, eff. July 27, 
1947, 12 F. R. 4981, 61 Stat. 954; Aug. 10, 1948, ch. 832, title V, § 501 (b), 62 
Stat. 1283; June 30, 1949, ch. 285, § 13, 63 Stat. 356; Sept. 26, 1950, ch. 1049, 
§ 2 (a), (2), 64 Stat. 1038.) 


* * * * * * * 


§ 847. Preparation of annual business-type budget; form, content, and manner 
of submission. 


Each wholly owned Government corporation shall cause to be prepared annu- 


ally a business-type budget which shall be submitted to the Bureau of the 
Budget, under such rules and regulations as the President may establish as to 
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the date of submission, the form and content, the classifications of data, and 
the manner in which such budget program shall be prepared and presented. The 
budget program shall be a business-type budget, or plan of operations, with due 
allowance given to the need for flexibility, including provision for emergencies 
and contingencies, in order that the corporation may properly carry out its 
activities as authorized by law. The budget program shall contain estimates of 
the financial condition and operations of the corporation for the current and 
ensuing fiscal years and the actual condition and results of operation for the 
last completed fiscal year. Such budget program shall include a statement of 
financial condition, a statement of income and expense, an analysis of surplus 
or deficit, a statement of sources and application of funds, and such other sup- 
plementary statements and information as are necessary or desirable to make 
known the financial condition and operations of the corporation. Such state- 
ments shall include estimates of operations by major types of activities, together 
with estimates of administrative expenses, estimates of borrowings, and esti- 
mates of the amount of Government capital funds which shall be returned to 
the Treasury during the fiscal year or the appropriations required to provide for 
the restoration of capital impairments. (Dec. 6, 1945, ch. 557, title I, § 102, 
59 Stat. 598; Sept. 12, 1950, ch. 946, title I, pt. I, § 105, 64 Stat. 834.) 
* * * > . « s 


§ 848. Transmission of budget programs to Congress; amendments; effective 
date. 


The budget programs of the corporations as modified, amended, or revised by 
the President shall be transmitted to the Congress as a part of the annual 
Budget required by sections 1, 2, 11, 13-18, 19-24, 41-43, 44-47, 49, 52, 53-55, 
71, 471, 581, and 581a of this title. Amendments to the annual budget programs 
may be submitted from time to time. 

Budget programs shall be submitted for all wholly owned Government cor 
porations covering operations for the fiscal year commencing July 1, 1946, and 
each fiscal year thereafter. (Dec. 6, 1945, ch. 557, title I, § 103, 59 Stat. 598.) 


§ 849. Consideration of programs by Congress; enactment of necessary legisla- 
tion; effect of section on certain existing authority of corporations. 

The Budget programs transmitted by the President to the Congress shall be 
considered and legislation shall be enacted making necessary appropriations, 
as may be authorized by law, making available for expenditure for operating and 
administrative expenses such corporate funds or other financial resources or 
limiting the use thereof as the Congress may determine and providing for 
repayment of capital funds and the payment of dividends. The provisions of 
this section shall not be construed as preventing Government corporations from 
carrying out and financing their activities as authorized by existing law, nor as 
affecting the provisions of section 83ly of Title 16. The provisions of this section 
shall not be construed as affecting the existing authority of any Government 
corporation to make contracts or other commitments without reference to fiscal 
year limitations. (Dec. 6, 1945, ch. 557, title I, § 104, 59 Stat. 598; July 30, 1947, 
ch. 358, title III, § 307, 61 Stat. 415.) 


* * * + * > * 


§ 850. Audit of financial transactions; rules and regulations; retention of cer- 
tain powers of Tennessee Valley Authority; place of audit; access to 
books, records, etc.; effective date. 

The financial transactions of wholly owned Government corporations shall be 
audited by the General Accounting Office in accordance with the principles and 
procedures applicable to commercial corporate transactions and under such 
rules and regulations as may be prescribed by the Comptroller General of the 
United States: Provided, That such rules and regulations may provide for the 
retention at the offices of such corporations, in whole or in part, of any accounts 
of accountable officers, covering corporate financial transactions, which are 
required by existing law to be settled and adjusted in the General Accounting 
Office, and for the settlement and adjustment of such accounts in whole or in 
part upon the basis of examinations in the course of the audit provided by this 
section, but nothing in this proviso shall be construed as affecting the powers 
reserved to the Tennessee Valley Authority in section 831h (b) of Title 16. 
The audit shall be conducted at the place or places where the accounts of the 
respective corporations are normally kept. The representatives of the General 
Accounting Office shall have access to all books, accounts, financial records, 
reports, files, and all other papers, things, or property belonging to or in use 
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by the respective corporations and necessary to facilitate the audit, and they 
shall be afforded full facilities for verifying transactions with the balances or 
securities held by depositaries, fiscal agents, and custodians. The audit shall 
begin with the first fiscal year commencing after the enactment of this chapter. 
(Dec. 6, 1945, ch. 557, title I, § 105, 59 Stat. 599.) 

* * - > * * as 


§851. Audit report to Congress; scope and contents; specific itemization of 
operations without color of authority; copies to President; ete. 

A report of each such audit for each fiscal year ending on June 30 shall be 
made by the Comptroller General to the Congress not later than January 15 
following the close of the fiscal year for which such audit is made. The report 
shall set forth the scope of the audit and shall include a statement (showing 
intercorporate relations) of assets and liabilities, capital and surplus or deficit; 
a statement of surplus or deficit analysis; a statement of income and expense; 
a statement of sources and application of funds; and such comments and infor- 
mation as may be deemed necessary to keep Congress informed of the operations 
and financial condition of the several corporations, together with such recom- 
mendations with respect thereto as the Comptroller General may deem advisable, 
including a report of any impairment of capital noted in the audit and recom- 
mendations for the return of such Government capital or the payment of such 
dividends as, in his judgment, should be accomplished. The report shall also 
show specifically any program, expenditure, or other financial transaction or 
undertaking observed in the course of the audit, which, in the opinion of the 
Comptroller General, has been carried on or made without authority of law. 
A copy of each report shall be furnished to the President, to the Secretary of the 
Treasury, and to the corporation concerned at the time submitted to the Congress. 
(Dee. 6, 1945, ch. 557, title I, § 106, 59 Stat. 599.) 


§ 852. Corporation deemed Government agency; approval by Congress; effect; 
entity unaffected. 


Whenever it is deemed by the Director of the Bureau of the Budget, with the 
approval of the President, to be practicable and in the public interest that any 
wholly owned Government corporation be treated with respect to its appropria- 
tions, expenditures, receipts, accounting, and other fiscal matters as if it were 
a Government agency other than a corporation, the Director shall include in con- 
nection with the budget program of such corporation in the Budget a recommenda- 
tion to that effect. If the Congress approves such recommendation in connec- 
tion with the budget program for any fiscal year, such corporation, with respect 
to subsequent fiscal years, shall be regarded as an establishment other than 
a corporation for the purposes of sections 1, 2, 11, 13-18, 19-24, 41-48, 44-47. 49, 
52, 538-55, 71, 471, 581, and 581a of this title, and other provisions of law relating 
to appropriations, expenditures, receipts, accounts, and other fiscal matters, and 
shall not be subject to the provisions of this chapter other than this section. The 
corporate entity shall not be affected by this section. (Dec. 6, 1945, ch. 557, title 
I, § 107, 59 Stat. 599.) 


* * * * 2 = 


SUBCHAPTER IV.—MISCELLANEOUS PROVISIONS 


§ 866. Auditing expenses—(a) Payment by General Accounting Office; reim- 
bursement; disposition of reimbursing funds; utilization of reports. 


The expenses of auditing the financial transactions of wholly owned and 
mixed-ownership Government corporations as provided in sections 850 and 857 
of this title shall be borne out of appropriations to the Generl Accounting Office, 
and appropriations in such sums as may be necessary are authorized: Provided, 
That each such corporation shall reimburse the General Acco inting Office for the 
full cost of any such audit as billed therefor by the Comptrol'er General, and the 
General Accounting Office shall deposit the sums so reimbursed into the Treasury 
as miscellaneous receipts: Provided further, That in making the audits provided 
in said sections the Comptroller General shall, to the fullest extent deemed by 
him to be practicable, utilize reports of examinations of Government corpora- 
tions made by a supervising administrative agency pursuant to law. 


(b) Employment of personnel; compensation. 


For the purpose of conducting such audit the Comptroller General is author- 
ized in his discretion to employ not more than ten persons without regard to the 
Classification Act of 1949, as amended, only one of whom may be compensated at 
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a rate of as much as but not more than $10,000 per annum, and to employ by 
contract, without regard to section 5 of Title 41, professional services of firms 
and organizations for temporary periods or for special purposes 


(c) Audit authorization. 

The audit provided in sections 850 and 857 of this title shall be in lieu of any 
audit of the financial transactions of any Government corporation required to 
be made by the General Accounting Office for the purpose of a report to the 
Congress or-to the President under any existing law. 


(d) Limitation of payment for private audits; exception. 

Unless otherwise expressly provided by law, no funds of any Government 
corporation shall be used to pay the cost of any private audit of the financial 
records of the offices of such corporation, except the cost of such audits « 
tracted for and undertaken prior to April 25, 1945. (Dec. 6, 1945, ch. 557, title 
IIT, § 301, 59 Stat. 601; Oct. 28, 1949, ch. 782, title XI, § 1106 (a), 63 Stat. 972.) 

* * * - = *. . 


§ 867. Depositary for banking or checking accounts; exemption of temporary 
accounts and accounts of certain corporations. 


The banking or checking accounts of all wholly owned and mixed-ownership 
Government corporations shall be kept with the Treasurer of the United States, 
or, With the approval of the Secretary of the Treasury, with a Federal Reserve 
bank, or with a bank designated as a depositary or fiscal agent of the United 
States: Provided, That the Secretary of the Treasury may waive the require- 
ments of this section under such conditions as he may determine: And provided 
further, That this section will not apply to the establishment and maintenance 
in any bank for a temporary period of banking and checking accounts not in 
excess of $50,000 in any one bank. The provisions of this section shall not be 
applicable to Federal Intermediate Credit Banks, Production Credit Corporations. 
the Central Bank for Cooperatives, the Regional Banks for Cooperatives, or the 
Federal Land Banks, except that each such corporation shall be required to 
report annually to the Secretary of the Treasury the names of the depositaries in 
which such corporation keeps a banking or checking account, and the Secretary 
of the Treasury may make a report in writing to the corporation, to the President, 
and to the Congress which he deems advisable upon receipt of any such annual 
report. (Dec. 6, 1945, ch. 557, title IIT, § 302, 59 Stat. 601.) 


§ 868. Bonds, notes, and debentures, etc.—(a) Maturity dates, interest rates, 
terms, and conditions. 


All bonds, notes, debentures, and other similar obligations which are on or after 
December 6, 1945, issued by any wholly owned or mixed-ownership Government 
corporation and offered to the public shall be in such forms and denominations, 
shall have such maturities, shall bear such rates of interest, shall be subject 
to such terms and conditions, shall be issued in such manner and at such times 
and sold at such prices as have been or as may be approved by the Secretary 
of the Treasury. 


(b) Limitations on sale and purchase; waiver. 


On or about December 6, 1945, no wholly owned or mixed-ownership Govern- 
ment corporation shall sell or purchase any direct obligation of the United States 
or obligation guaranteed as to principal or interest, or both, for its own account 
and in its own right and interest, at any one time aggregating in excess of 
$100,000, without the approval of the Secretary of the Treasury: Provided, That 
the Secretary of the Treasury may waive the requirement of his approval with 
respect to any transaction or classes of transactions subject to the provisions of 
this subsection for such period of time and under such conditions as he may 
determine. 


(c) Delegation of authority by Secretary of the Treasury. 


The Secretary of the Treasury is authorized to exercise any of the functions 
vested in him by this section through any officer, or employee of any Federal 
agency whom he may designate, with the concurrence of the head of the agency 
concerned, for such purpose. 


(d) Exemption of corporations under certain conditions; exemption of certain 
corporations. 


Any mixed-ownership Government corporation from which Government capital 
has been entirely withdrawn shall not be subject to the provisions of section 867 
of this title or of this section during the period such corporation remains without 








34 TENNESSEE VALLEY AUTHORITY FINANCING 


Government capital. The provisions of subsections (a) and (b) of this section 
shall not be applicable to Federal Intermediate Credit Banks, Production Credit 
Corporations, the Central Bank for Cooperatives, the Regional Banks for Coopera- 
tives, or the Federal Land Banks, except that each such corporation shall be 
required to consult with the Secretary of the Treasury prior to taking any action 
of the kind covered by the provisions of subsections (a) and (b) of this section, 
and in the event an agreement is not reached, the Secretary of the Treasury 
may make a report in writing to the corporation, to the President, and to the 
Congress stating the grounds for his disagreement. (Dec. 6, 1945, th. 557, title 
III, § 308, 59 Stat. 601.) 


§ 869. Creation, organization, or acquisition of corporations; liquidation of cer- 
tain corporations; reincorporation. 


(a) No corporation shall be created, organized, or acquired on or after Decem- 
ber 6, 1945, by any officer or agency of the Federal Government or by any Govern- 
ment corporation for the purpose of acting as an agency or instrumentality of 
the United States, except by Act of Congress or pursuant to an Act of Congress 
specifically authorizing such action. 

(b) No wholly owned Government corporation created by or under the laws 
of any State, Territory, or possession of the United States or any political sub- 
division thereof, or under the laws of the District of Columbia, shall continue 
after June 30, 1948, as an agency or instrumentality of the United States, and 
no funds of, or obtained from, the United States or any agency thereof, including 
corporations, shall be invested in or employed by any such corporation after that 
date, except for purposes of liquidation. The proper corporate authority of every 
such corporation shall take the necessary steps to institute dissolution or liquida- 
tion proceedings on or before that date: Provided, That prior thereto any such 
corporation may be reincorporated by Act of Congress for such purposes and 
term of existence and with such powers, privileges, and duties as authorized 
by such Act, including the power to take over the assets and assume the liabilities 
of its respective predecessor corporation. (Dec. 6, 1945, ch. 557, title III, § 304, 
59 Stat. 602.) 

Senator Case. Now, I think we shall want to examine and I shall 
want the staff to examine the text of the bill before us very closely 
and specifically to determine whether or not, in the repeal of these 
three paragraphs from the Government Corporations Appropriation 
Act of 1948 and any other special language that has been adopted with 
respect to the Tennessee Valley Authority, that we have not set up 
somewhere, an exemption for the Tennessee Valley Authority from 
the customary annual review of me eines which is provided for 
Government corporations generally under the Government Corpora- 
tion Control Act. 

Senator Kerr. I will say, Senator, that it was not the purpose of 
the bill to repeal these sections and I would want it carefully examined 
to verify that it does not and that it does not create an exemption 
insofar as these provisions are concerned. 

Senator Case. Now, General Vogel, are there any other contem- 
‘aay capital expenditures in the next 5 years, other than those you 

i1ave described, which would appropriately be financed by revenue 
bonds for the Tennessee Valley Authority ‘ 

General Vocex. | am sure there are, sir, because of the rate of ex- 
pansion 

Senator Case (interposing). Is it your thought that any capital 
investment in the next 5 years should be financed through the sale of 
revenue bonds rather than by congressional ee a 

General Vocex. It is anticipated that it would all be financed from 
revenue bonds. 

Senator Case. What estimate do you have of such capital expendi- 
tures, in addition to these $144 million worth of estimated additional 
steam plants that would call for revenue bond financing in the next 
5 years? 
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General Voce... To carry us through the 6-year program, beginning 
with 1957, it would be a total—this would include transmission sys- 
tems also—$89,512,000; in 1958, $162 million; 1959, $152 millon; 
in 1960, $168,425,000; 1961, $149,425,000, and for the balance then to 
complete of $97,270,000, 

Now, that was as a result of prognostication made in January of this 
year and I have no doubt there will be something else. 

Senator Case. What does that total, approximately $800 million? 

General Voce. I presume it runs to about that magnitude; yes, sir. 

Senator Case. Roughly $800 million ‘ 

General VogeL. Yes. 

Senator Case. One of the clerks suggested $848 million. Then, in 
other words, you think that the Tennessee Valley Authority should 
have the authority to issue approximately $800 million worth of 
revenue bonds? 

General Vocen. I think that is a reasonable figure. I think that 
the Bureau bill establishes a figure of $750 million. Something 
around that figure is desirable. 

Senator Casr. You are saying that the Bureau recommends $750 
million limit? 

General Vocet. That is what the Bureau of the Budget recom- 
mends. I think we could live with that surely. 

Senator Case. Now, that would provide for a 6-year program ? 

General Voce. Yes, sir. 

Senator Case. Is there anything particularly sacred about the 
6-year program? Why do you think in terms of a 6-year program? 

General Vocrex. Well, it is about as far as you can normally project 
and, in fact, 3 years are about as far as you can project with any 
certainty. Six-year projects are based upon percentage increases and 
I think that is the length of time that people try to look ahead. 

Senator Cass. I have no particular knowledge that would suggest 
3 years, 5 years, or 6 years, but a sound planning would at least 
suggest that the bond authority be large enough so it would accomplish 
a reasonable planning program. 

General Vocen. Advance planning. 

Senator Casr. And that, coupled with a congressional review 
through review of the program as you suggested or the chairman 
suggested here in connection with Government Corporation Control 
Act, would give us some basis for working on the bill. 

What was the other major recommendation of the Bureau of the 
Budget on which you commented? Did it not have something to de 
with the reduction of payments? 

General Vocen. Yes, sir. There is presently an obligation against 
the Tennessee Valley Authority, as a result of appropriations re- 
ceived through the years, of about around $800 million, which ig 
being repaid by the Tennessee Valley Authority at the rate of 
amortization of 214 percent. In other words, as each piece of the 

lant or each facility goes into operation, an attempt is made to pay 
it off within 40 years. 

I might add in this connection that the Tennessee Valley Authority 
is presently ahead of schedule on those payments. : 

Senator Casr. That is an amortization of this evaluation of invest- 
ment of about $800 million in past capital investments; is that correct ? 

General Voce. Yes, sir; which still remains as an obligation. 
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Senator Case. Is there any interest factor ¢ 

General Voce... At present, there is no interest being paid. The bill 
prepared or the plan developed by the staff of TVA does propose that 
interest be paid on that indebtedness. 

Senator Gore. General, is it not more in the nature of a dividend 
which roughly corresponds to an interest component ¢ 

General Voce. I do not believe I understand. You mean what is 
proposed ? 

Senator Gorr. The annual payment by the TVA tothe Treasury / 

Senator Case. At the present time? 

Senator Gore. Under the Kerr bill. 

General Vocet. Under the proposed bill? 

Senator Gore. Are you speaking under the proposed bill or under 
the present law ? 

General VoceL. You were speaking of the proposed bill. 

Senator Gore. I am speaking of the proposed bill. I believe it is 
more in the nature of an annual dividend on investment rather than 
interest ¢ 

General Voce... No, sir, we have not so considered it. We have con- 
sidered it as an interest payment. 

Senator Casr. Well, however you consider it, how would those pay- 
ments, as proposed by the Kerr bill, compare with the payments that 
are now being made under this 40-year plan? 

General Voce... Well, at the present time, there is no interest being 
paid on that amount of $800 million, but it is being amortized at a rate 
of 214 percent per annum. As I have said, we are actually ahead of 
ourselves in those ayments. 

Under the bill S. 2373, which is similar to the TVA staff version, 
interest would be paid, but the payments toward amortization would 
cease. With the revision made by the Bureau of the Budget 

Senator Kerr. Made or suggested, General ? 

General Voce... Suggested, sir. (Continuing:) Interest payments 
would be required, and the amount would also be amortized. 

Senator Casr. Would that apply to both the $800 million existing 
and the revenue bonds would take care of themselves? 

General Vocet. They would take care of themselves. 

Senator Case. Again, depending upon quick mental arithmetic, 214 
percent amortization on $800 million, is that $20 million ? 

General Vocex. I guess that is right. 

Senator Casr. How would that $20 million figure compare with the 
annual payment that would be made under the terms of the Kerr bill 
as introduced ? 

Mr. Scuwartz. Under the Kerr bill, an interest rate would be paid 
but based on the average rate instead of long-term rate. That is the 
only difference between the two. 

Senator Case. More or less than $20 million. 

Mr. Scuwartz. Perhaps or approximately the same. 

Senator Case. Approximately the same, and there is no objection 
on the part of the Tennessee Valley Authority to that provision. 

Now, you are suggesting that the Bureau of the Budget wanted 
some modification. What would that modification amount to in terms 
of dollars? 


Senator Kerr. May I inquire if the gentleman on your right is on 
the TVA staff ? 
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General Voce... No, sir; Mr. Schwartz is from the staff of the Bu 

sau of the Budget, sir. 

Senator Kerr. Fine. 

General Vocen. I think he can answer these questions that pertain 
to the Bureau. 

Senator Gore. It would be better if he would fully identify himself 
so that the reporter would have his name. 

Senator Case. What is your full name / 

Mr. SoHwartz. Carl Schwartz, Jr., and I am head of the Resource 
and Civil Works Division of the Bureau of the Budget. 

Senator Case. Mr. Chairman, with your permission, I would like 
to address these questions and have either Mr. Schwartz or General 
Vogel answer. 

Senator Kerr. That would be very fine, and it is very good that he 
is here and can give authority to the answers on those subjects, and I 
know that the young lady will not let them get so fast that. what she 
can make it clear as to which witness answers which questions. 

Senator Case. Mr. Schwartz, I was wanting to establish, if I could, 
any difference in dollar requirements or burden to the Tennessee Val- 
ley Authority under the three different situations: No. 1, what they 
are now paying in the 40-year amortization; No. 2, what they would 
pay under the language as written in the Kerr bill; and No. 3, what 
they would pay under the modification suggested by the Bureau of 
the Budget ? 

Mr. Scuwartz. What I would like to make clear, the difference 
between the two bills, as far as interest is concerned, it would be prac- 
tically the same, Senator. The Bureau of the Budget suggested, as 
did TVA, elimination of the bill that now requires the repayment of 
the power investment over 40 years. However, the Bureau of the 
Budget suggested that the depreciation, which is now being collected 
by TVA, as is now reflected in its power rates, be used to reduce the 
Government’s investment from appropriated funds to $250 million, 
that if the TVA requires funds to replace those plants, that they be 
replaced by revenue bonds. 

Now, the depreciation that TVA is now collecting, runs about $40 
million a year. 

Senator Kerr. That is 214 percent a year on the investment ac- 
count? 

Mr. Scuwartz. On the appropriated funds. 

Senator Kerr. That is all the investment account that they have 
thus far? 

Mr. Scuwarrz. It depends on how we define investments. TVA 
has also reinvested earnings which amount to a substantial sum. 

Senator Kerr. Over and above meeting the requirements of the 
40-year payback? 

Mr. Scowartz. Yes. 

General Vocen. Yes. 

Senator Kerr. Now, in the present program and in their payment 
of 214 percent a year back into the Treasury, that is on principal only 
and they pay no interest on that money ? 

Mr. Scuwarrz. That is right. I think maybe we can express it this 
way, Senator. I think TVA figures that they earn about 4 percent 
on their power investment without interest, that is, after taxes and 
after depreciation. So, the net power revenues are about 4 percent. 
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Well, if the average rate of interest, say 214 percent, would be required 
or 234, it would still leave a margin over ms above the payment of the 
interest. 

Senator Kerr. And over and above the repayment of the 214 per- 
cent of appropriated funds? 

Mr. Scuwarrz. I am eliminating that, you see, because that is 
over and above description because under the Bureau of the Budget 
proposal, we would request a depreciation to be used and the 2% 
percent is over and above depreciation. 

Senator Kerr. Let me get one point clear, and I certainly do not 
want to be in the attitude of interrupting Senate Case, but we are 
both seeking the same thing here and that is a clear picture. 

I understood you to say 4 percent above depreciation ? 

Mr. Scuwartrz. That is right. 

Senator Kerr. What is that depreciation factor ? 

Mr. Scuwarrz. Depreciation runs around $40 million a year. 

Senator Kerr. Is that not approximately 214 percent? 

Mr. Scuwarrz. I do not have the exact figure—it would be more 
than 214 percent. 

Senator Casr. More than 214? You said that the depreciation fac- 
tor applies both to the facilities provided by appropriated funds and 
facilities provided by investment of earnings? 

Mr. Scuwarrz. That is right. 

Senator Case. What is the capital value of the improvements that 
have been created by investment of earnings? 

Mr. Scuwartrz. Well, TVA now has reinvested earnings, as I re- 
call, that have not been used for other purposes authorized by Con- 
gress, of around $200 million. 

Senator Case. Around $200 million ? 

Mr. Scuwarrz. That is my recollection. 

Senator Casr. Are you depreciating those facilities at a more 
rapid rate than the facilities provided by appropriated funds? 

Mr. Scuwarrz. I would not want to speak authoritatively on that 
point. I understand TVA follows standard depreciation policy. 

General Vocet. We do, sir. 

Senator Casr. I do not know if that question goes so much to the 
problem of this bill, but apparently, you have $800 million worth of 
capital investment from appropriated funds and $200 million worth 
of capital investment from reinvestment of earnings, so your total 
fiscal evaluation 

Senator Kerr. Initial investment. 

Senator Casr (continuing). Is about $1 billion ? 

General Voce.. In power. 

Senator Casg. Well, does this $40 million relate to anything other 
than investments in power? 

Mr. Scuwarrz. No; it does not. 

Senator Casr. So that you are setting up depreciation then of 
about $40 million against this $1 billion worth of capital investment? 

Mr. Scuwartz. Yes. 

General Vocex. In 1954, there was a depreciation of power facilities 
and multipurpose project allocations, totaling actually $22,959,502. 
The estimate for 1955 is $30,800,000; in 1956, $40,750,000. Now, what 
Mr. Schwartz gave you obviously was the latest figure and, of course, 
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our whole program is enlarging itself so rapidly, that what we expect 
of today may not necessarily be true tomorrow. 

Senator Case. Is your investment increases depreciating re- 
serve 

General Voce. Very rapidly. 

Senator Case. I want to get back to my original question; that is, 
what is the burden on TVA revenues for repayment or reduction of 
this $800 million investment as compared with the $20 million pay- 
ment that you are required to make under the 40-year amortization ‘ 

Looking at the $800 million worth of investment from appropri- 
ated funds, you are now required to pay back approximately $20 mil- 
lion a year on a 40-year basis. What will be the requirement under 
the Kerr bill and what will be the requirement under the amendment 
proposed by the Bureau of the Budget ‘ ' 

Mr. Scuwarrz. Under Senator Kerr’s bill, the payment of 24% 
percent, roughly 214 percent interest would be penn That is about 
the same in both bills—there would be a slight difference so they wash 
out. 

Both Senator Kerr’s bill and the revised bill, approved by the 
Bureau of the Budget, would eliminate the mandatory requirement 
of 40 years. Senator Kerr’s bill would not require that the deprecia- 
tion be applied to reduce Government’s investment. The Bureau of 
the Budget’s approved bill would require the payment of the depre- 
ciation so that would be the additional amount that would be required 
under the Bureau of the Budget’s bill against Senator Kerr’s bill. 

Senator Case. Let us speak of the Bureau of the Budget instead of 
the bills in terms of amendments. If it affects that generally under 
the proposed amendment of the Bureau of the Budget, translate that 
into dollars, if you can ¢ 

Mr. Scuwartz. Roughly, it would be something—the total depre- 
ciation would be around $40 million. Only that part of the depre- 
ciation which would be applicable to the power facilities financed 
from appropriated funds would be used in reducing Government’s 
investment. I do not know what that would be exactly but it would 
be something less than $40 million. I would judge probably it would 
be in the neighborhood of perhaps $30 million to $35 million. 

Senator Case. Thirty to thirty-five million dollars, and under the 
figure which General Vogel gave us, the amount for fiscal 1955 is 
$30,800,000, and for 1956, $40,750,000, and the financial burden, so to 
speak, would be approximately half way between $35 million under 
the amendment that the Bureau of the Budget proposes ? 

(Mr. Schwartz nodded his head affirmatively.) 

Mr. Scuwartz. There is only one point I want to be sure is under- 
stood. 

Senator Case. You were nodding to me but the reporter did not get 
your nod in the record. I want a direct answer on that. 

Mr. Scuwartz. I want to be sure that you understand that the 
depreciation is now being recognized by TVA in its financial state- 
ments. It is reflected in the power rates charged by TVA so when 
you say additional burden, I am not quite sure what you have in mind. 

Senator Case. Maybe it is not an additional burden, but whatever 
the burden is, what is it in dollars and cents? 
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Mr. Scuwartz. Based on 1956, I would estimate that up to $40 
million and perhaps as much as $30 million to $35 million would prob- 
ably apply to appropriated funds and that would be the amount that 
would be used to reduce the Federal Government’s investment to $250 
million over a period of years. 

Senator Casr. Now, is TVA going to pay into the Treasury approx- 
imately the same amount of money, then, this year that it would be 
under the revised bill ? 

Mr. Scuwartz. I do not have the figures that are going into the 
Treasury this year. They are in the budget document. 

Do you have the figures TVA will pay into the Treasury this year, 
just roughly ? 

Mr. Wessenaver. The payment into the Treasury in the fiscal year 
1956, under the present plan, is estimated to be $59 million. How- 
ever, the amount that would have been required, if we had used one- 
fortieth would be only $31,400,000, 

Senator Casr. That would have been only $31 million but you are 
paying off more rapidly ? 

Mr. Scuwartz. It is being paid off more rapidly. 

General Vocen. This is Mr. Wessenauer, Chief of our Office of 
Power. 

Senator Case. His first name? 

Mr. Wessenaver. G. O. 

Senator Caspr. General Vogel, is there any reflection in TVA rates 
of these present payments to the Treasury, that is. to the payments 
that you are now making to the Treasury? Does it place any par- 
ticular requirement on the rates of power in the area served by the 
Tennessee Valley Authority and would those rates be changed as a 
result of the language proposed by the Bureau of the Budget ¢ 

General Vocrt. The rates, of course, which are being charged, sir, 
reflect all of the costs of producing that power, and payments to the 
Government are part of that cost. I think that there might be a 
slight increase in cost as a result of the proposal by the Bureau of 
the Budget in that instead of paying into funds for depreciation for 
building new plant, we would get the additional money for that pur- 
pose from bond issues at perhaps 314 percent and, on the other basis 
of interest to the Government, it would be around 21% percent, so there 
is a slight differential, but I cannot believe that there would be any- 
thing of such magnitude that would have a significant effect on the 
rate structure, 

Senator, I think it might be desirable at this time to review 
briefly 

Senator Case. Before we go into that, I want to get that point 
clearly inmind. You are suggesting that the interest rate on revenue 
bonds might be somewhat higher than the interest component, so to 
speak, to the Government ? 

General Voce. Yes, sir. 

Senator Case. And if there were any change in the rates, it would 
be a reflection of the difference in the interest rate on revenue bonds 
rather than the interest rate allowed to the Government? 

General Voce. Yes, sir. 

Senator Casr. Now then, you said you did not think that would 
have any great significance. Let us spell that out in terms of actual 
costs. Have you made any computation to indicate what change in 
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power rates would be involved by using revenue-bond financing as 
compared with appropriated-fund financing ¢ . 

General Voce... No, sir, I have not and | do not know whether the 
statf has proceeded so far as to have worked up comparative figures 
on it. 

Senator Casr. It is your opinion it would not be a significant 
change ¢ 

General Voce.. That is my opinion, sir. 

Senator Case. In any event, the idea of financing additional needed 
improvements, both as to generating facilities and transmission lines, 
through revenue obtained by the issuance of revenue bonds is endorsed 
by all members of the Tennessee Valley Authority Board? 

“General Voce. The basic idea of financing future power develop 
ments by issuance of revenue bonds is so endorsed. 

Senator Case. All right. Now, go ahead with what you were 
going to say about the complete picture $ 

General Voce. I thought, in order to get a full and complete pic- 
ture of what the financial structure is in respect to TVA, L might 
review very briefly what it does and does not do. 

It does pay out of revenues, all operating and maintenance costs, it 
pays the depreciation which we have discussed—— 

Senator Sin, Now, to make that clear, General, you say it pays 
this depreciation. What you mean by that is that it pays a certain 
amount back to the Government as a return of investment from an 
appropriation which it obtains by the bookkeeping process of setting 
up a depreciation account ‘ 

General Vocet. Annual depreciation; yes, sir. 

Senator Kerr. Account ! 

General Voce. Right. 

Senator Kerr. And it has been setting up an annual depreciation 
account and setting aside in that account, a greater sum of money 
than is required under the law for the reimbursement program / 

General Vocet. No, I do not think that exactly describes the situa- 
tion because it has been building new facilities. It takes care of the 
depreciation on the existing plant by the construction of such new fa- 
cilities as are necessary and on the basis of straight-line deprecia- 
tion. 

Then, it also pays to the States and to the municipalities and parties 
concerned, an amount which is in lieu of taxes. 

Senator Kerr. That is a different amount of money than your de- 
preciation account / 

General VoceL. Yes, sir. 

Senator Kerr. Mr. Schwartz, was not my statement correct ? 

Mr. Scuwarrz. Senator, I think TVA really has two sources that 
it is using that are available to it for retirement of this mandatory 
requirement under the existing law. 

Senator Kerr. Which is 24% percent a year? 

Mr. Scuwartz. Yes, but the cash resources, depreciation available 
is not required for reinvestment. In addition, TVA has been earning 
on its power investment, about 4 percent over and above depreciation 
and over and above operating expenses. 

Senator Kerr. I understand. 

Mr. Scuwarrz. That is used to defray Government expenses. 
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Senator Kerr. The question I asked is this: Is it not a fact that they 
have actually been paying to the Government a greater amount each 
vear than would be required under the necessity that is on them to pay 
back 214 percent a year of the appropriated money / 

Mr. Scuwarrz. Correct. 

General Voce. Correct, sir, out of the 4 percent: out of the earn- 
ings. The only point of difference is which payment we are talking 
about. 

Senator Kerr. First, I want to make it clear, if it is a fact, that 
they pay the money back to the Government faster than present law 
requires ¢ 

General Voce... That is correct. 

Senator Kerr. Now, as I understood you awhile ago and if I mis- 
understood you, I — Senator Case will be just as anxious to get it 
clear in his mind as I am, I thought you told us depreciation account, 
which you were setting up out-of income and which you had available 
for use by the Board under its authority, you were actually paying 
back to the Government a greater amount each year than is required 
under the 214 percent requirement? I thought that you told us that 
you had money available in the depreciation ‘fund to enable you to do 
that?) Am I wrong in that? 

General VocreL. That is not what I tried to say, sir. 

Senator Kerr. Let me see if this is what you said, that while you had 
that money available in excess of the 21% percent requirement and was 
paying it back over and above that, it might be that you were getting it 
out of the 4 percent earnings that you acc umulated over and above 
your depreciation charges 

General Vocen. That is correct. 

Senator Kerr. Thank you. Senator Hruska? 

Senator Hruska. May I ask a question at that point, Mr. Chairman ? 
This 4 percent earnings, after taxes, is that after 214 percent has been 
paid to the Government to amortize this? 

General Voce. No, sir. 

Senator Hruska. This 214 percent comes out of that 4 percent? 

General Vocer. Right. 

Senator Hruska. What you next apply comes out of the remaining 
11% percent ¢ 

General Voce. That is right. 

Mr. Scuwartz. Unless depreciation is not required at the time. 

Senator Kerr. If that is correct, then the way I have understood 
him up to now has been incorrect because I understood you were earn- 
ing 4 percent over and above depreciation and all these other charges? 

General Vocen. Yes, sir, that is correct. ) 

Senator Kerr. I understood you to say that the depreciation you 
charged was enough to pay that 214 percent? Is the 5 
factor in your financial statement and ‘bookkeeping separate and apart 
from this 4 percent ? 

General VocEL. Yes, sir. 

Senator Kerr. W hat percentage of investment is represented by 
your depreciation chargeoff ? 

General Vocen. Senator, I can give you the figures for 1954. 

Senator Kerr. What figure? 

General VoceL. Provision for depreciation, which is before the 4 
percent, sir. 
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Senator Kerr. And, in addition to it or is the 4 percent in addition 
to that? 

General Vocer. That is right. The 4 percent is in addition. 

Senator Kerr. What was that figure ? 

General Vocer. It was $22,959,000. 


Senator Kerr. $22,900 what? 

General Vogen. 59,000. 

Senator Kerr. All right, how much did you pay the Government 
that year ? 

General Voce. What was that? 

Senator Kerr. How much did you owe them on the 2%%-percent 
requirement ¢ 

General Voorn. $17,482,476. 

Senator Kerr. All right, then your depreciation figure, which you 
set up and which came to you out of your income was greater than 
your 214-percent payment to the Government ? 

Gum Voce. Yes, sir. 

Senator Kerr. Well then, why did you tell Senator Hruska you 
had to get that 214 percent payment to the Government out of the 4 
percent ? 

General VoceL. Because that is where it comes from. 

Senator Kerr. What did you do with that $22,959,000 that you set 
up as a depreciation item ? 

General VoceL. That comes out of revenue prior to the 4 percent 
which amounts to earnings. 

Senator Kerr. Well, 1 understand, but this $22,959,000, that is a 
depreciation item, and that comes out of income and you have got it 
in cash available to you, have you not? 

General Voce. Yes, sir; out of revenue. 

Senator Kerr. It does not make any difference—you had income 
and that is how much depreciation that you had to set up for that year 
under good bookkeeping. Did you? 

General Vocet. That is right, if I understood you correctly. 

Senator Case. Just one question there: Did the twenty-two-million- 
nine-hundred-and-fifty-odd-thousand dollars represent depreciation 
on your investment of earned funds, as well as appropriated funds? 

General VocEt. Yes, sir. 

Senator Case. That explains why it is larger than the obligation 
to the Government? 

General VocEL. Yes, sir. 

Senator Case. In other words, there was approximately $5 million 
that represented depreciation set up on the $200 million? 

General Vocen. Yes. 

Senator Kerr. But, if that is a charge against income and a reserve 
that you set up, you do not just keep it in a bank, do you? 

General Vocet. No. 

Senator Kerr. You do not freeze it or hoard it? 

General Vocrn, No. 

Senator Hruska. Have you been reinvesting it? 

General Voce. Yes. 

Senator Hruska. You have been reinvesting it and that is where 


the $200 million comes, through an accumulation of years through 
similar depreciation accounts. 
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Senator Kerr. I must say that, if I was keeping those books, I 
would not pay my cost of new construction out of my depreciation 
funds and pay my amortization out of my revenue over and above 
depreciation. 

Senator Hruska. You would if you were getting it as a free gift, 
which has been the case up until now, your capital, which has 
amounted to $800 million. fe do not have to build that back up. 

Senator Kerr. Oh, yes; they have to pay back 244 percent a year. 

Senator Hruska. Not of the interest, just the principal. 

Senator Kerr. I cannot imagine a set of books where that is not 
done out of the depreciation item. 

Senator Hruska. If this were a normal business operation, I would 
agree with you, Mr. Chairman, but it does not seem to be quite normal. 

Mr. Scuwartz. Senator, I think you have to realize some of this 
depreciation is required by TVA to replace facilities that have been 
worn out. That is the purpose of depreciation and so, while you may 
collect this cash, it may be reinvested for replacement purposes. In 
other words, there is a difference between charging it against your 
income statement and what you do with that cash and this cash has 
been used to replace facilities. 

General Voce. I might say it is being used to keep the plant invest- 
ment sound. 

Mr. Scuwarrz. That is the purpose of it. 

Senator Kerr. If you charged it off your annual expense, that in- 
cludes repair to equipment ? 

General VoceL. Repair; yes, sir. 

Senator Kerr. Over and above depreciation, it is two separate items 
on any income statement I ever saw. 

Senator Casz. Replacement may be something else. 

Mr. Scuwartz. Some of these items are very expensive and if you 
have to make charges over a period of years, collect enough to replace 
them and when a plant is new, you are collecting depreciation and do 
not have to use it for replacement purposes. Later on, a part of the 
plant has to be replaced and you do not collect in that year enough to 
replace so you build up reserves to draw on. 

Senator Case. To that extent, you do freeze the depreciation as a 
reserve for capital replacement ? 

Mr. Scowarrz. Somewhere in your assets, you have that amount 
representing reinvestment of depreciation, that is right. 

Senator Case. General Vogel, I want to ask a question on a little 
different line. I want to ask with respect to the bonds that are pro- 
— to be issued, and you can differentiate if there is any difference 
etween the proposal as embodied in the bill before us and in the 
umendments by the Bureau of the Budget, as I understand, you have 
already testified that these bonds would not be available for invest- 
ment by the Secretary of the Treasury of either general funds or trust 
funds? 

General Vocet. That is under S. 2373, you mean ? 

Senator Kerr. Under the Kerr bill, they would not be. 

Senator Case. Now, does the Bureau of the Budget recommend 
any change in that particular? Does the Bureau of the Budget rec- 
ommend that these bonds be eligible for purchase by the Secretary of 
the Treasury for any trust fund or any other funds available to the 
Secretary ? 
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Mr. Scuwartrz. We did not object to anything available for invest 
ment of trust funds. We did object to them being available for pu 
chase by the Secretary of the Treasury. 

Senator CASE. Well, did you incorporate that in the form of a pro 
posed amendment ¢ 

Mr. Scuwarrz. Yes. 

Senator Case. You do propose that they be available for investment 
of trust funds ¢ 

Mr. Scuwartrz. That is correct. 

Senator Casg. Do you regard that as important from a budgetary 
standpoint or is it relatively immaterial / 

Mr. Scuwarrz. If 1 may speak to that point, it has been general 
practice in other corporations of a similar nature where their obliga 
tions are available for Government trust invest ments. 

Senator Casr. Why do you think that would be desirable from a 
standpoint of the trust fund 4 

Mr. Scuwarrz. Well, we have no strong opinion on it. The Secre- 
tary of the Treasury had no objection in his report on this bill and we 
had no objection. 

Senator Casr. Do you think the trust funds would earn more by 
investing some of the trust funds in this bond than they would in 
general Government bonds? 

Mr. Scuwartz. It would depend upon the time. At various times, 
it might be the kind of investment you would want to use and other 
times, it might not. It depends on the interest rates. 

Senator Case. What security would these bonds offer to the in- 
vestor ¢ 

Mr. Scuwartrz. Well, the security of these bonds would be the power 
revenues of TVA, including not only those financed by the revenue 
bonds, but those financed by appropriated funds. 

Senator Case. Will the bonds be guaranteed by the Government 
in any way ? 

Mr. Scuwartz. The bonds would not be guaranteed in any way by 
the Federal Government. 

Senator Case. Will the bondholders have any lien upon any prop- 
erties of the Tennessee Valley Authority other than the earnings? 

Mr. Scuwartz. Under the covenant, that would go with revenue 
bonds. They, under certain conditions, would have the right to 
step in. 

Senator Case. And impound the revenues? 

Mr. Scuwarrz. That is right. 

Senator Case. Are they tax exempt? 

Mr. Scuwartrz. Not tax exempt as far as the Federal Government 
is concerned; they are tax exempt from the standpoint of State and 
local taxes. 

Senator Casp. That is true under the Kerr bill or under the amend- 
ments proposed by the Bureau of the Budget? 

Mr. Scuwartz. Yes. 

Senator Gore. Will the Senator yield? 

Senator Casr. That is all the questions I have. 

Senator Gore. Is it not also true under both the Kerr bill and the 
recommendation of the Bureau of the Budget that the TVA be re- 
quired to charge rates at a sufficient level to meet the requirements of 
the revenue bonds? 

66466—55 4 
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Mr. Scuwartz. That is correct. 

Senator Kerr. General Vogel—I will get back to you—but I want 
to get one thing clear at this point. Now, the TVA Authority some 
time ago—I do not know just what date it was—sent their original 
proposed bill up here for consideration by the Budget and the Execu- 
tive and the Congress ? 

General Vocre.. Yes, sir. 

Senator Kerr. There are three members of the Board, as I under- 
stand it? 

General Voge. That is correct. 

Senator Kerr. Who are the other two members ? 

General Voeex. Dr. Curtis and Dr. Paty. 

Senator Kerr. Are they present? 

General Vocen. Dr. Curtis is absent but Dr. Paty is present. 

Senator Kerr. Now, did all three of you participate in the prepara- 
tion and the forwarding of that original bill? 

General Voceu. That is right. 

Senator Kerr. And it was unanimously approved by the Board? 

General Voce. Yes. 

Senator Kerr. Now, did the the Board take any action as to their 
judgment with reference to the amendments suggested by the Bureau 
of the Budget ? 

General Vocrv. No, not as an official matter. I do not recall a 
formal Board meeting. We had considerable discussion on it at the 
time, however. 

Senator Kerr. Can you tell us what the attitude of the Board is 
now with reference to their approval of the Kerr bill or their original 
bill or the Budget’s recommendation ? 

General Voce.. I have tried to cover that in my statement which 
I prepared rather carefully. 

Senator Kerr. It just may be that you prepared it so carefully, 
that I did not fully understand it and I do not say that at all ina 
derogatory manner. I want the record to show that General Vogel 
is one of the ablest—I do not know what they call them—engineers 
with reference to waterflow and control and conservation in the world 
and he had a lot of his experience out in a very wonderful part of 
this country in the Southwest, including Oklahoma, and I have the 
greatest of admiration and respect for his professional ability. 

My questioning is not calculated to create any other impression. 

General Vocer. I thank you for your statement, Senator. I concur 
wholeheartedly with that part which relates to the ‘part of the country. 

Senator Kerr. Thank you, General. 

Now, as I understand it, the other two members of the Board still 
feel the same w ay about it but that you have somewhat revised your 
opinion about it; is that correct ? 

General Vocen. Yes, sir. I feel this way, without revising my 
opinion, that the bill as prepared by the staff of the Tennessee Valley 
Authority and as approved and submitted by the three Directors to 
the Bureau of the Budget for its consideration represented, in our 
views, an optimum charter for the Tennessee Valley Authority. I 
think I have made it plain that the report by the Bureau of the Budget 
was in the nature of bringing this into accord with the President’s 
program and of doing those things which were necessary to accom- 
plish that purpose. 
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Senator Kerr. That is to accomplish the purposes of the Budget 
Bureau ? , 

General Voge.. Yes. My feelings beyond that are that those 
changes do not adversely affect the operations of the Tennessee Valley 
Authority and I believe that, as I have stated before, it is desirable 
for the Tennessee Valley Authority to adapt itself to those rules, 
laws, regulations, or whatever you may call them, that govern the 
conduct of good business and other Government corporations. 

So, I do not join in opposition to this revised form of the bill. 

Senator Kerr. Then, I take it, that your position is that you could 
operate successfully under either bill? 

General Vocet. I am sure we could, sir. 

Senator Kerr. And your present attitude is not because you have 
changed your opinion of the original bill or of the Kerr bill but has 
been brought about to conform with the policies as given by the Bureau 
of the Budget ? 

General Vocre.. Because those policies, in my opinion, would not 
hurt our operations. 

Senator Kerr. But that is the reason your views, and I do not 
criticize as I am merely trying to get it into the record, General, your 
views are different so as to conform to the recommendations that have 
been made as a matter of policy ? 

General Voce... Not entirely. I think that is certainly a matter for 
consideration, but I feel very definitely that the more the Tennessee 
Valley Authority can move itself in the direction of conforming to 
the operations, as I have said, of other Government agencies and of 
business, that that much is to its credit and will stand it in good stead 
in carrying on its work into the future. I think there will be less 
criticism coming in its direction as a result of proceeding that way. 

Senator Kerr. Senator Case? 

Senator Case. I would not know that but I would not deem that it 
necessarily involved any particular changes in opinion on the part of 
General Vogel any more than that of any other agency which has 
endorsed or proposed a certain type of legislation. If when we get a 
departmental report or a report from the Bureau of the Budget as 
would be appropriate in this instance, if some modification were sug- 
gested and the agency said that it could operate with those 

Senator Kerr. It was acceptable to the agency, as I undet stand, and 
I want the record to reflect it. I thought that was the situation here. 

Senator Hruska. Mr. Chairman, may I ask the witness here a ques- 
tion? He said that he felt they could operate equally well under either 
bill. Were you referring generally to the Kerr bill or the bill as origi- 
nally proposed by you or were you referring to the Bureau of the 
Budget ? 

General Vocet. I was referring to the bill proposed originally by the 
Tennessee Valley Authority and the revised version which has come 
about as a result of suggestions by the Bureau of the Budget. 

Senator Kerr. I asked the question if you thought you could operate 
equally well under the three proposals before us? 

General Voorn. I do, sir. I think that in the one instance, it will 
require a little more advance planning, which again, I brought out in 
my statement. I think we can do that. 

Senator Kerr. Are there other questions? 
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Senator Corron. Mr. Chairman, I am not going to take too much 
time because I have questions that I will save for some other witness 
but I just want to get one thing straight. When you said that the 
Tennessee Valley Authority is making approximately 4 percent, that 
is 4 percent of what, 4 percent on both the appropriated funds and 
your invested funds? 

General Vocer. Of the total investment. 

Senator Corron. And when you set aside each year a certain amount 
of money to cover depreciation, you put that immediately in your 
invested funds, is that right? 

General Voce... Yes, sir. 

Senator Corron. On the assumption that sometime you might have 
to use it in substantial amounts to replace equipment and then you 
consider that depreciation as invested capital funds and figure 4 per- 
cent on the appropriated funds or your regular invested funds that 
have been perhaps surplus property and on your depreciation, on 
your invested depreciation, right ? 

General Voce. I partially lost you there, Senator, I think what 
you say is correct. 

Senator Corron. Let me say it over again. I want to make it clear. 
You have approximately $800 million in money that has been appro- 
priated by the Congress. Now, more than that 

General Voce... That is the part that has not been paid back. 

Senator Corron. Now, over the years, you have made, as a well 
operated agency, some profits in investments and that is not deprecia- 
tion, just profits ? 

General Voce. Just profits. 

Senator Corron. Then there is a third allocation of moneys that 
you have accumulated because it has been set aside for depreciation / 

General VocEL. Yes, sir. 

Senator Corton. Now, all 3 of those categories you consider as your 
capital investment when you figure your 4-percent profits from year 
to year, is that right? 

General Voce.. Yes, sir. 

Senator Corron. I just wanted to understand that. 

Senator Kerr. Any further questions? Senator Hruska? 

Senator Hruska. In your statement, General, you refer to estimated 
demands in the future. Where do those demands come from geo- 
graphically speaking ? 

General VoceL. What was that? 

Senator Hruska. What is the basis of the estimates for this in- 
creased load which you refer to ? 

General Vocre.. The increase has been computed by our Power Di- 
Vision on a percentage basis and Mr. Wessenauer can give you a little 
more information about that. 

As to where they come from, this map which is shown to my right, 
covers both the valley (the drainage area, the valley of the Tennessee 
River and its tributaries) and the power-service area. Those two 
areas are not the same. You will note that at the extreme eastern part 
of the area, the drainage basin of the Tennessee extends over into a 
fairly large part of North Carolina and up into Virginia, which areas 
are not taken into the power-service area. 

You will also note that on the extreme eastern part, the power- 
service area extends to a considerable distance outside and beyond. 
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Senator Gore. You mean the western part. 

General Voce.. Pardon me, beyond the western boundary of the 
Tennessee Valley. 

Senator Gore. May I interrupt there just a moment, Senator 
Hruska? That came about by act of Congress in 1939, which di 
rected the Tennessee Valley Authority to purchase, by agreement that 
had been reached between the TV A and the Commonwealth and South- 
ern Co., certain transmission and generating properties involved in 
this area to which the general refers. 

General Voce. I might also state, by way of further clarification, 
that came about as a result of a referendum by the people involved. 
That is why the people over here [indicating] on the western side are 
served. The growth, of course, is from the presently served area, 
The large cities represented are Memphis, which as you know, will 
be t taking are of itself in the future, Nashville, Knoxville, and Chat- 
tanooga. 

Then there are growing industries all along the main river itself. 
Now, as I indicated in my statement, approximately half of the 
total consumption of electric power produced by the Tennessee Val- 
ley Authority is by the Federal Government and its defense agencies. 
Those are located at Oak Ridge and Paducah, where the Atomic 
Energy Commission has great ‘plants, at Tullahoma, Tenn., where 
the Air Force has a large engineering development center, and at 
Muscle Shoals, Ala., where the Chemical Warfare Service has a 
large plant. 

Senator Hruska. Now, am I to understand that the geographical 
area represented on this map will be the limits in which this estimated 
demand load to which you refer in your statement will be combined ? 

General Vocen. Yes, sir, less the area around Memphis that goes out. 

Senator Hruska. I have no further questions. 

Senator Kerr. Dr. Paty, it is our thought that we would like to 
hear your prepared statement and then recess in view of the fact 
that there are a number of things on the floor in which the members 
of this committee are greatly interested. 


STATEMENT OF DR. RAYMOND R. PATY, MEMBER, BOARD OF 
DIRECTORS, TENNESSEE VALLEY AUTHORITY 


Dr. Party. I am glad to have this opportunity to testify on S. 2373, 
the Senate bill to authorize TVA to finance new power capacity by 
the sale of bonds, and otherwise. With two relatively minor changes, 
the bill embodies the plan submitted by the TVA Board to the Bu- 
reau of the Budget on April 1, 1955, with the unanimous recommenda- 
tion of the three Directors. 

The TVA power program has an outstanding record of accomplish- 
ment. It is now the largest power system in the country, with TVA 
selling at wholesale to the 150 locally owned distributors the power 
they deliver to more than 1,300,000 consumers. Only a few large 
private industries and Government installations such as AEC’s with 
their vast requirements, are served by TVA directly. 

Through the years the TVA Board has been steadfast in carrying 
out the policies Congress wrote in the statute—this power system has 
been operated to promote the progress and prosperity of the region 
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it serves, especially by making power available to domestic and rural 
consumers in abundant amounts and at low rates. 

The power program has a record of financial performance as good 
as its record in building and operating giant hydroelectric and steam- 
electric projects. Mr. Wessenauer, our manager of power, is pre- 
pared to give you the story in detail. On the basis of this record of 
the past 20 years and more, the TVA power program can finance itself 
in the open market, on the strength of its earnings, under legislation 
which provides for reasonable managerial freedom and a sound 
financial plan. §. 2373 as introduced by Senator Kerr contains both 
these necessary elements. 

The members of the staff who are testifying before your committee 
have performed a major part of the work in the development of the 
TVA financing plan which the Board adopted. I am sure the com- 
mittee will find them well informed on this subject. 

We urge the committee to give prompt consideration to the press- 
ing need for TVA power-financing legislation. 

Senator Kerr. Thank you, Dr. Paty. 

We will recess now for lunch and reconvene at 2:30 p. m. in this 
same room. 

(Thereupon, at 12:15 p. m., the committee was adjourned to recon- 
vene at 2: 30 p. m. the same day in the same room. ) 


AFTERNOON SESSION 


Senator Gorr. The committee will come to order. 

Dr. Paty is unavoidably detained, but will be available, I take it, 
later, if any member of the committee has questions to direct to him. 

The committee will now ask the staff of the TVA, Mr. Wessenauer, 
Power Manager; Mr. Swidler, General Counsel, and Mr. Kampmeier, 
Assistant Power Manager, to take their seats at the table. 

Mr. Wessenauer, in the morning session there was some discussion 
as to the differences between the Kerr bill, which largely embodies 
the recommendation of the TVA Board of Directors, on the one 
hand, and the revised bill recommended by the Bureau of the Budget. 

It is not the intention of the Chair or the acting chairman, at the 
request of Senator Kerr, to go into that at length now. 

Could you briefly tell us the major differences from an operating 
standpoint as you interpret those two proposals ? 

Mr. WessenaAver. Senator, I believe the differences fall into two 
principal categories; one group of changes suggested by the Bureau 
of the Budget would involve more rigid financial requirements with 
respect to the appropriated funds invested in the TVA system; the 
other group of changes they suggested would fall in the category 
of administrative procedures in connection with the issuance of bonds 
by the TVA. | 

Senator Gorn. Now, breaking that down, do you mean by the first 
broad difference that the revisions recommended by the Bureau of 
the Budget would impose more stringent financial requirements on 
the TVA ? 

Mr. WessenAvER. They would call for greater withdrawal of funds 
from the TVA into the Treasury of the United States than the plan 
on eer by the TVA Board and as contained in the Senate 

ill 2373. 
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The plan TVA proposed contemplates that there would be an 
annual return paid into the Treasury of the United States on the 
investment of appropriated funds in the TVA power program, based 
upon the average cost of money to the Federal Government on all its 
marketable securities. 

The Bureau of the Budget suggestions contemplate that the return 
be measured on the basis of average cost of money on marketable obli- 
gations of 15 years or longer. A second increase in the withdrawal} 
of cash from the TVA system into the Treasury would come about 
in that the Bureau of the Budget’s suggestion would call for the fixed 
annual payment into the Treasury of depreciation charged against 
the operation of the system for those facilities which were financed 
by appropriated funds, until the appropriated investment had been 
reduced to $250 million. 

Senator Gore. Would it be contemplated that all of this would come 
from the revenue of TVA ? 

Mr. Wessenaver. Yes. 

Senator Gore. Do I correctly understand, then, that the revisions 
recommended by the Bureau of the Budget would require the TVA 
not only to finance its further growth from revenue, but at the same 
time repay the investment already made in the TV A, plus interest ¢ 

Mr. Wessenaver. Yes, the effect of it would be to withdraw capital 
invested, by requiring this repayment of the depreciation charges 
instead of allowing their investment in facilities. 

Senator Gore. Well, if you can answer the question in my own 
words, do you mean my withdrawal of capital from the TVA the 
requirement that TVA’ repay to the Treasury the investment that 
the Government made in its power facilities / 

Mr. WessenaveR. That is correct, until that investment was re- 
duced to $250 million. 

Senator Gore. Then, coming back to my question, is it your inter- 
pretation of the—well, shall I call it the budget plan, to be short— 
1s it your interpretation of the budget plan that the TVA would be 
required thereby out of revenues from its power operations, to repay 
the investment of the Government in the power faci Nities of TVA with 
interest, and also finance future expansion from revenue / 

Mr. WEssENAvER. Yes, in effect, that is what it does, Senator. 

Of course, TVA will finance part of the additions from revenues 
currently available, but most of them would be financed by borrowings, 
through the issuance of revenue bonds, which would be paid out of 
future revenue, so that the answer to your question is “Yes.” 

Senator Gore. I am not trying to be technical. I am trying to 
understand the difference in the two proposals before the committee. 

Now, what effect would that have on the rate structure, the power 
rate structure of the TVA ? 

Mr. WeEssENAUER. Well, I couldn’t tell you precisely, Senator, but 
the withdrawal of the investment which has been made heretofore 
through appropriations, would in effect, over a period of time, result 
in substituting money raised by the issuance of revenue bonds. To the 
extent that requires a heavier cash obligation on the system from 
year to year than could always safely be met, and also gradually in- 
creases the interest costs, conceivably it would affect the rates at which 
the power could be sold. 
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Senator Gore. Why do you say conceivably? Wouldn't it be in- 
evitably ¢ 

Mr. Wessenaver. Perhaps I am an optimist. Unless we could 
make other savings or adjustments in the operation to offset that, the 
effect of it is to place a heavier fixed financial burden on the operation 
of the business, and when you do that, in order to handle those fixed 
obligations, you may find yourself having to increase your revenues. 

Senator Gore. Are you reasonably familiar with the operations of 
private power utilities / 

Mr. Wessenaver. I es a fair knowledge, sir. 

Senator Gore. Do you know of any private utility which operates 
on this basis? 

Mr. Wessenaver. No; I believe most utilities which are expanding 
and growing, as the TVA is expanding and growing, need additional 

capital from time to time and the owners do not withdraw the equity 
capital which they have in the business, but rather add to it. 

Senator Gorr. Do you know of any private power company that 
withdraws its capital investment during a period of expansion or dur- 
ing any other period ? 

Mr. Wessenaver. I do not know of any, sir. 

Senator Gore. Is it not the practice of private utilities to pay divi- 
dends upon the capital investment ? 

Mr. WessENAUER. Yes; it is. 

Senator Gore. And that capital stock can be sold from one person 
to another. It is an investment in per petuity, so to speak. 

Mr. Wessenaver. As long as the business is operating; yes, sir. 

Senator Gore. Now, I don’t wish to ask you to comment upon the 
chairman’s testimony this morning. I would like to call attention to 
one statement in General Vogel's testimony. I will read the next to 
the last paragraph : 

The Tennessee Valley Authority in its role of power producer is a wholly 
owned Government corporation. As such, it has an obligation to conduct its 
operations as nearly in consonance with established business methods as possi- 
ble, and to be generally subject to the same limitations and privileges that accrue 
to private enterprises. 

My question to you was for the purpose of bringing out that the 
plan recommended by the TVA Board of Directors is, in fact, in con- 
sonance with the practices of private utilities as to capital structure 
and financing their expansion; is that correct ? 

Mr. Wessenaver. The plan of TVA, as adopted by the TVA Board, 
and as submitted to the Bureau of the Budget, contemplated that the 
investment heretofore made would be considered the equity capital of 
the owner and that future financing through the issuance of bonds 
would correspond to bond financing by private companies. 

As perhaps you know, most utilities finance on the basis of about 
half of their capital being provided through the sale of bonds, and 
about half is provided through the owners’ common stock or preferred 
stock equities. 

Senator Gore. But it is not the practice of the private utilities to 
withdraw the capital out of current earnings and at the same time 
finance expansion through current earnings? 

Mr. Wessenaver. It is not. The owners would not be withdrawing 
their capital in a period of expansion. 
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Senator (FORE. Now, going briefly to the second difference, would 
that be described as provisions going to the workability of the finan: 
ing plan ¢ ; ‘ . | 

Mr. Wessenaver. Yes, the other major differences suggested by the 
budget deal with administrative procedure, to a degree that would af 
fect the workability of the financing plan. The plan submitted by 
the TVA Board contemplates that the TVA would present its pro 
grams in accordance with the Government Corporation Control Act, 
insofar as the Bureau of the Budget, the President, and the Congress 
are concerned. 

The Board proposed in its plan that TVA be exempted from contro] 
by the Secretary of the Treasury with respect to the issuance of bonds. 

~The Bureau of the Budget plan would not relieve TVA of the par- 
ticipation by the Secretary of the Treasury in the decisions with 
respect to the issuance of bonds, and it would require, as I read their 
suggestions, an affirmative action by the Congress before any bonds 
could be issued in each case. 

Senator Gore. How would that differ, Mr. Wessenauer, from an 
administrative and workability point of view, from the ordinary proc 
ess of the making of an appropriation annually ¢ 

Mr. WEssENAUER. You are speaking now of the Budget suggestion / 

Senator Gore. Yes. 

Mr. Wessenaver. Well, as I understand it, it would require that 
TVA follow the usual procedures it follows in getting appropriations, 
but after the Congress had acted, TVA still wouldn’t have the 
money, as it would in the case of appropriations. TVA would then 
be required to seek the concurrence of the Secretary of the Treasury 
with respect to the timing and the features of the revenue bonds before 
they could be sold, and of course TVA would then have to proceed 
to sell the bonds and go through the processes involved in that. 

Senator Gore. Do you mean by thus speaking that you, as power 
manager, would consider the budget plan more cumbersome rather 
than less? 

Mr. Wessenaver. I would decidedly think it is more cumbersome. 

Senator Gore. More cumbersome than even the appropriation 
procedure ? 

Mr. WessENAvER. Definitely. 

Senator Gore. As I understand it, it is the position of the TVA 
Board of Directors that the self-financing plan which it submitted to 
the Bureau of the Budget is still the recommendation of the TVA 
Board of Directors ? 

Mr. WessENAveER. It is the recommendation of the Board of Direc- 
tors. I believe the Chairman no longer fully concurs in that, as he 
stated and made clear this morning. 

Senator Gore. Yes; I think General Vogel made his position clear. 

Well, I hadn’t intended to go into the differences in the two plans 
quite as fully as I have. I would prefer to begin with some back- 
ground information, but since I have made inquiry to this extent, I 
certainly feel that other members should have an opportunity to ask 
questions on this particular point at this time, if they desire. 

Senator Case. 

Senator Case. Were you connected with private industry before 
you went to the Tennessee Valley Authority ? 

Mr. WEssENAUER. Yes, sir. 
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Senator Case. Did you handle financing operations for private 
industry ¢ 

Mr. WeEssENAUER. NO, sir. 

Senator Cast. What opportunity have you had to study financing 
in private industry ? 

Mr. Wessenaver. Well, I am generally familiar, through reading 
and having to understand financial statements of our own operations 
and those of others, and from time to time we have had some of our 
staff members make some investigation of it and inform us. 

Senator Cast. What makes you think it would be unusual in pri- 
vate industry to retire some private financing, at the same time you 
might be enlisting new financing? 

Mr. Wessenaver. Well, I think that is customary, Senator, and I 
didn’t understand Senator Gore’s question to be on that point. 

Quite frequently a company’s bond issues come due, and they are 
refinanced as of that time, and others issued. 

The question I was responding to had to do with the question wheth- 
er equity capital was withdrawn at the time of expansion. 

Senator Case. Well, in this case it seems to me that the analogy is 
more clearly that of the retirement of some private financing along 
with the financing of an expansion program. It is merely a matter— 
I would think it was merely a matter of the extent to which earnings of 
a company permitted it to do both to a certain extent. 

Mr. Wessenaver. Well, I think, Senator, if you look at the problem 
of an operating system which requires approximately $150 million 
of new capital each-year, as is the case of the TV A, the question is, How 
do you raise that new capital? Now, should you at the same time 
that you are raising the new capital, also take some of the owner’s 
capital and convert it from that form to money borrowed outside? I 
think that is rather unusual. 

Senator Case. Well, it is proposed to raise your new financing 
through the sale of bonds, isn’t it? You are not proposing to raise 
any money by the sale of bonds to repay the Government for this prior 
capital investment ; are you? 

Mr. Wessenaver. Well, not directly, sir, but the effect of the Budg- 
et’s suggestions is that TVA’s plan would contemplate that of new 
capital, approximately half could be provided out of current. reve- 
nues—earnings, and repreciation—and the balance of it could be pro- 
vided out of the sale of revenue bonds. 

Now, to the extent that you require the use of current revenues for 
other purposes, namely, the retirement of previous investment, you 
are, in effect, requiring the use of greater amounts of revenue bonds 
in order to finance those reductions of the owners’ capital. 

Senator Cast. Now, you were present this morning when I was 
interrogating General Vogel as to the capital requirements under the 
6-year program ? 

Mr. WessENAUER. Yes, sir. 

Senator Casr. And did you agree with the figures that he submitted 
as to the programing of new financing required for your expansion 
during the next 6 years? 

Mr. Wessenatver. I believe the requirements will be generally in the 
order of $150 million a year. I think the numbers that General Vogel 
gave were not generally out of line with that figure. 
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Senator Casr. Didn’t you in fact supply him with most of those 
figures ? 

Mr. Wessenaver. I am not familiar with those particular figures, 
so I would have to consult them before I could answer you directly. 

Senator Case. I thought he was consulting you this morning on 
them. 

General Voce. That’s official information, sir. Those are the TVA 
6-year figures. 

‘Senator Case. And it came to approximately $848 million over the 
6 years; is that correct? 

Mr. Wessenaver. I believe that is the number that was given this 
morning. 

(Notre.—The above total does not include approximately $109 million required 
for construction of transmission facilities shown in the TVA’s schedule of new 
public-works projects to be financed from corporate funds. Therefore, in the 
following discussion the total capital requirement for the period under discussion 
should be $960 mil!on instead of $850 million.) 

Senator Casr. Now, the impression I gained this morning was that 
you expected to accomplish that by the s: ale of bonds. 

Under the answers you have been giving here, the implication would 
be that you were expecting to finance part of that out of revenues. 

How much would you “finance out of revenues and how much by 
bond sale, if your idea of the way the bill should read were to be 
adopted ? 

oe. Wessenaver. Well, I would contemplate that it would be pos- 
sible to finance something approaching half out of current revenues 
and the remainder would be financed by the other means of raising 
capital which would be available to the TVA. 

Senator Case. Then if you could finance half of it out of earnings, 

ou would need authority to issue only about $425 million worth of 
cane is that correct ? 

Mr. WessENAUER. On that assumption and for that period of time; 
yes, sir. 

Senator Casr. It may be just as broad as it is long, in one sense, 
aside from the fact the prior capitalization from the Government 
would help the Treasury out to a certain extent, but I think that it is 
a matter of mathematics if you say that $848 million—or to put it in 
round figures, $850 million—is the capital requirement for the 6-year 
program, if it is entirely to be financed by bonds, I assume you w ould 

want authorization to issue $850 million worth of bonds. 

If you want to finance half of it out of earnings, then an authoriza- 
tion to issue $425 million worth of bonds over the 6 years should take 
care of your requirements very nicely; is that correct? 

Mr. Wessenaver. Well, that would depend, sir, upon the other 
features of the financing plan. 

Senator Case. What other features? 

Mr. Wessenaver. If there are other requirements on the cash that 
is available in the system which must be paid as a fixed obligation, 
then 

Senator Case. What is your position with the Tennessee Valley 
Authority ? 

Mr. WessENAvER. I am Manager of Power. 

Senator Case. You are Manager of Power? 

Mr. Wessenaver. That’s right. 
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Senator Case. Do you have anything to do with the financial pic- 
ture of the TVA? Do you have under your control the fiscal figures ¢ 

Mr. Wessenaver. I am in charge of all the power operations, sir, 
and I am completely familiar with all of the financing arrangements 
and the financial results of the power operation, sir. 

Senator Case. Well, then, you ought to be competent to give a 
direct answer. 

What other operations do you contemplate that wouldn’t be covered 
by the $425 million from bonds, and $425 million from revenues, or 
$850 million from bonds alone ¢ 

Mr. Wessenaver. I wasn’t speaking to the financing of other activ- 
ities, sir, but I was speaking simply to the question as to the form 
in which the financing amendment would take. For example, the 
Budget suggestions would require a greater cash withdrawal from 
the TVA system into the Treasury of the United States than does the 
plan submitted by the TVA Board. And if you had that fixed 
requirement, obviously there would be less cash available to finance 
additions out of current earnings and the degree to which you required 
$850 million, if that is the figure, or $425 million, would depend upon 
which form of plan were adopted. 

Senator Case. Well, what are the cash requirements for return to 
the Treasury under the bill as it was introduced ¢ 

Mr. Wessenaver. The Kerr bill would require an annual return 
to the Treasury of the United States calculated by applying to the 
investment of appropriated funds as of the beginning of the fiscal 
year, applying to that amount a percentage which is equal to the 
average cost of money to the United States on its marketable obli- 
gations. 

Senator Case. What do you estimate that to be in dollars? 

Mr. Wessenaver. I would estimate that to be, in the near future, 
in the neighborhood of $25 million. 

Senator Case. $25 million ? 

Mr. WeEssENAUER. Yes, sir. ' 

Senator Case. Then what do you estimate would be the requirement 
under the amendment to that portion of the bill as proposed by the 
Bureau of the Budget ? 

Mr. Wessenaver. The Bureau of the Budget requirement, I esti- 
mate, would increase that $25 million to $30 million or perhaps $35 
million. In addition they suggest a requirement that the amount 
charged to depreciation on that amount of investment would also be 
paid into the Treasury, and that perhaps would add another $30 mil- 
lion to $35 million. 

Senator Case. At the present time ? 

Mr. WerssENAUER. Under the present law, we would be required to 
pay on the average, on that same investment, between $25 million and 
$30 million. We have actually paid more than required, as was indi- 
‘ated this morning, but I am talking now of the average requirement 
based on that much investment. 

Senator Case. So you estimate that you would be about $20 million 
to $25 million short in your cash under the Budget requirement, so 
far as having cash free to apply on new investments is concerned ? 

Mr. Wessenaver. I think my figures of the increased cash burden 
would add up to nearly $40 million, sir. It depends on which com- 
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parison you were making. It would be close to $40 million as between 
the TVA Board's plan and the revisions the Budget suggests. 

Senator Gore. Per year? 

Mr. Wessenaver. Per year. 

Senator Case. Let’s go back through this again. 

How much are you paying now / 

Mr. Wessenaver. We would be paying now, using the same order 
of investment, about $30 million. , 

Senator Casr. About $30 million ? 

Mr. Wessenaver. That’s right, si 

Senator Case. And what would you be paying under the bill as it 
was introduced ¢ 

Mr. Wessenaver. About $25 million. 

Senator Case. In other words, you would reduce what you are now 
paying ¢ 

Mr. WeEssENAUER. Well, the fixed annual obligation would be re 
duced, sir, as compared to present average requirement. There would 
be a requirement, also that insofar as depreciation money Was not 
utilized for new facilities or bond retirement, it would be paid into the 
Treasury and serve to reduce the appropriated investment from time 
to time, but we were speaking of the fixed annual obligation. 

Senator Case. Actually you have testified that you are paying out 
about $30 million, that under the bill as introduced you would only 
pay about $25 million ? 

Mr. Wessenavetr. That is right, sir, as to what we would have to 
pay every year. 

Senator Case. Under the amendment as proposed by the Bureau of 
the Budget, instead of paying $30 million you would pay $3214 
million ¢ 

Mr. Wessenaver. $65 million, sir. About $65 million. 

Senator Case. $65 million, and that $65 million is made up of what / 

Mr. WeEsseNnAveER. It is made up of about $30 million to $35 million, 
represented by return on the investment, calculated from the average 
cost of money to the Federal Government on long-term issues, applied 
to the appropriation investment. That would make about $30 million 
to $35 million. 

And the other $30 million to $35 million would be repayment of in- 
vestment through the use of the deprec ‘lation charges. 

Senator Case. This $380 million that you are paying now is com- 
puted as a result of consideration of what factors / 

Mr. WeEssENAUER. It is computed, sir, on the basis that within 40 
years from the time new facilities financed by appropriated funds 
are placed in service, an amount would be paid into the Treasury over 
the 40-year period which would equal that amount of money that 
was invested in that particular facility. 

Senator Case. That would be a repayment of the principal, without 
interest, then ? 

Mr. Wessenaver. That is one way of speaking of it, sir, but I 
don’t consider it quite accurate. 

Senator Case. Well, if it isn’t accurate, you correct me. 

What would be an accurate statement ? 

Mr. WessenatverR. My point is that while it does require within 40 
years collecting from the power consumers and paying into the Treas- 
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ury an amount equal to the original investment, the ownership does 
not move, sir, from the Federal Government. 

Senator Case. But isn’t it a retirement of the investment capital ? 

Mr. WessENAvER. That’s the way it is recorded in the books. 

Senator Case. Or a retirement of the principal capital investment 
without interest ? 

Mr. Wessenaver. Thats’ right. 

Senator Case. Well, you haven’t corrected my statement, then. 
You merely affirmed it. 

Now, if I didn’t make a correct statement, I want you to correct it. 

Mr. Wessenaver. Well, insofar as the investment is retired before 
its full life is utilized, there is an increase in the surplus correspond- 
ingly, and therefore there is still an investment remaining which be- 
longs to the Federal Government. 

Senator Case. Of course, if there were an interest, if you retired 
your principal in advance of maturity dates of the payments, you 
would be entitled to a reduction in interest, if you were paying interest 
for the amount of money that you pay in advance of the maturity 
dates. 

Mr. WesseNnaveRr. I would think you should, sir. 

Senator Case. But if you don’t have any interest factor in this 
in the first place, I don’t know how you can get any credit for advance 
payment on the principal as it matures. 

Mr. Wessenaver. I have visualized the present payment into the 
Treasury, sir, as being a form of determining the amount of dividend 
which the owner wishes to withdraw from the business—and that 
averages about 214 percent—because the withdrawal of that money 
does not change the ow nership of the facilities. 

It has been called repayment. But if you look at it as what it 
really amounts to, the withdrawal of that amount of money is more 
in the nature of a dividend being paid. 

Senator Hruska. Would the Senator yield for a moment? 

Senator Case. Surely. 

Senator Hruska. Isn’t this the basic difference in the one con- 
cept, that which Senator Case speaks of, that $800 million is being 
viewed as an indebtedness, as advancement, as financing; whereas, 
the thing that your suggestion makes is of the equity capital ? 

Now in the one case there is required payment of an indebtedness. 
In the other case, the one which you described, there is simply a pay- 
ment for equity capital, in the form of the equivalent dividend. 

Mr. Wessenacver. I believe you put your finger on the point, Sen- 
ator. That is the point I was trying to make. I am sure I did not 
do it very well. 

Isn’t that the situation we have here? In other words, the Federal 
Government has not loaned this money to some other entity which 
is finally to be the owner of the property, but is retaining ownership, 
and therefore the Federal Government’s position here is the equity 
position. 

Senator Hruska. Well, of course, that depends on which of these 
concepts you follow. Certainly if the Government Corporations Con- 
trol Act is going to be applied to this operation, then it is a different 
entity, and ‘therefore that $800 million becomes an indebtedness and 
not an equity proposition. And if it is, then the repayment of that 
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2% percent per year over 40 years means a retirement of an indebt 
edness. 

Mr. Wessenaver. I think, Senator, we must recognize that the 
control of this corporation and its operations is with the owner—the 
Federal Government, and it isn’t like a bank loan to someone else. 

In other words, I think this is the owner's capital which has been 
put in here. 

Senator Hruska. Not under the Government Corporations Con- 
trol Act. If it is a Government corporation, certainly that is not 
quite true, because the purpose of that act, as I understand it, is to 
put entities on a true corporation basis, even though they are entirely 
owned by the Government. 

Mr. Wessenaver. Well, the question is, Who votes the stock? 

Senator Hruska. For purposes of financing and as a legal concept, 
they are supposed to be an independent corporation, rather than a 
branch of the Federal Government, as an activity of the Federal Gov- 
ernment direct, as I understand it. 

Now, maybe I don’t have the idea. 

Senator Gore. Would the Senator yield? 

Senator Hruska. Surely. 

Senator Gore. Mr. Wessenauer, is the TVA financing plan differ- 
ent from the plan of the reclamation projects, in that when the Gov- 
ernment’s investment in the reclamation projects and irrigation 
srojects is repaid, it is anticipated that the reclamation and irrigation 

istricts will then own the facilities, whereas in the case of the TVA 
there is no provision, either under the present law or in the Kerr 
bill or in the Budget Bureau plan, whereby the Government will ever 
under any circumstances be divested of ownership of the TVA? 

Mr. WessENAvER. Senator, I am not fully familiar with the irriga- 
tion-reclamation plans, but if when the original appropriation is 
finally paid off, the title to the project goes to someone other than the 
Vedio! Cisvornansnt, then that is quite different from what we have 
here. 

Senator Casr. In the case of the REA cooperatives, they secure a 
loan from the Rural Electrification Administration and they even- 
tually repay the loan and they become the owners. 

Mr. WeEssENAvER. They are the owners. They are the managers of 
the operation and they determine the policies. 

Now, here the policies of the TVA are controlled, under the TVA 
Act, by the expressed wishes of the Congress as to how this program 
is to be carried out. 

Senator Casr. Well, let’s get back to our figures again. 

You estimate that under the Kerr bill, probably as much as $40 
million a year from earnings might be available for new capital invest- 
ments or extensions of the plant and its lines, which would not be avail- 
able if the requirements of the Bureau of the Budget’s amendments 
were met. That estimate is based on a $25 million return payment 
under the Kerr bill and a total requirement of $65 million under the 
Budget plan. The $25 million would be $5 million more than you are 
now paying? 

Mr. WEssENAUER. Yes. 

Senator Case. $40 million per year for 6 years would amount to $240 
million. In other words, you estimate that you could get about $240 
million from that source for financing on a 6-year basis ? 
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Mr. Wessenaver. Perhaps that $40 million might increase a little as 
the size of the system grows. 

Senator Case. Well, let’s say $250 million. And what would you get 
out of your earnings without considering what you would get from 
earnings by not having to devote those earnings to this retirement of 
the original investment? What would be the maximum—to put it 
another way, what would be the maximum that you would safely esti- 
mate that you could get from earnings to take care of your new 
investment requirements for generating plants and transmission lines 
over the next 6-year period ¢ 

Mr. Wessenacver. I don’t have that figure in mind, Senator. 

Senator Case. Well, more than this $40 million a year? 

Mr. Wessenaver. Well, if we had no requirement of any payments 
in the Treasury, was that 

Senator Casr. No, let’s say we are going to pay the Treasury at 
least $25 million. 

Mr. Wessenaver. I see. 

Well, it possibly might be as much as $350 million over 6 years. 

Senator Case. $350 million. Then, if your new capital require- 
ments for a 6-year period requested are $850 million, you will get $350 
million out of earnings and you will need a bonding authority of 
about $500 million; is that correct ? 

Mr. Wessenaver. Limited to that 6-year period. 

Senator, you appreciate that the rate of growth of the business could 
vary within the 6-year period. It might be faster; it might be slower. 

Senator Casp. Surely. You might be back here asking Congress 
to increase that $500 million if you found that your demands were 
such that you could not accomplish your capital requirements within 
that limitation. 

Mr. Wessenaver. That could happen if there was such a limitation. 
If there were such a limitation, we certainly would have to be back 
sooner or later because the growth would not stop after a 6-year 
period. It might be more rapid or slower. 

Senator Case. You said that this was a corporation which Congress 
has the control of and which we can direct—you would expect to come 
back and you would expect Congress to retain some control over the 
amount of capital issues that you could float, wouldn’t you? 

Mr. Wessenaver. We would expect, Senator, the way the plan was 
contemplated, that each year we would be before the Congress with 
a program in which we would outline what we proposed to do. 

Senator Case. What you proposed to do in a work program? 

Mr. WerssENAvER. As we now do, we would be reporting for the 
prior fiscal year what had happened, we would submit the latest esti- 
mate for the current fiscal year, and we would have the projections 
for the next fiscal year. 

Senator Case. Would it be in the budget ? 

Mr. Wessenaver. It would be in TVA’s budget documents. They 
would show what we expect to do, and it would show how we proposed 
to finance the expected additions, the extent to which there might be 
appropriations requested, the extent to which revenues were estimated 
to be available, and the extent to which bond issues would be expected 
to be required. 

Senator Case. Did you ever participate in the organization of a 
corporation ? 
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Mr. Wessenavuer. No, sir. 

Senator Case. But you have read and studied corporate organiza 
tions somewhat ¢ 

Mr. WessENAUER. Yes. 

Senator Case. And when a corporation goes to the Secretary of 
State or to the issuing authority for a corporate charter, you are 
familiar with the fact that it submits a request or it includes in its 
application for a charter the amount of capital stock for which it may 
issue securities ¢ 

Mr. WessENAUER. I am generally familiar with that, Senator. I 
understand that they indicate their initial capitalization, but I don’t 
know that they necessarily are confined or limited to that investment. 

Senator Case. Do you think that States charter corporations on 
the basis of an initial issue of stock and after that has taken place 
that they can issue unlimited stock ? 

Mr. Wessenaver. We are talking here about the issuance of bonds, 
not stock. 

Senator Case. Well, but it is a security that you propose to issue. 

Mr. Wessenaver. I believe—— 

Senator Casr. What I want to find out is whether you are saying to 
Congress with one breath, “Congress is going to retain control of 
this, but we want you to give us authori ity to issue an unlimited num 
ber of bonds whenever we » ple: use.” 

Mr. Wessenaver. The proposal contemplated no specific limita- 
tion on the number of bonds, but it also provided that there would be 
an annual review by the Congress. 

Senator Case. Well, I may assure you, whether it is the Tennessee 
Valley Authority ora ‘highw ay corporation or any other corporation, 
any that exists or is proposed to exist, that comes to the Congress ane 
expects to get authority to issue an unlimited number of ‘bonds, i 
will have my unlimited opposition, because I do not believe that the 
Congress ought to either vest any existing corporation or create any 
corporation with the power to float an unlimited bond issue, and I 
have tried to develop here the amount of money that you need under 
a reasonable program. I am taking your figures for 6 years, that 
you probably need capital revenues of $850 million. 

Now, I don’t personally care too much whether you accomplish that 
all by authority to issue bonds for that, if you have to have that much 
in order to enable you to retire or make these payments, whichever 
way you want to classify them, to the Treasury for past ¢ apitalization. 

On the other hand, if you are going to take care of prior capital 
requirement out of your earnings, and you have testified that you 
can take care of them to the extent of $350 million, then it seems to 
me if you have authority to issue $500 million worth of bonds, that 
that ought to start you off pretty well. 

We have taken your figures for it and if we report a bill that way 
we would provide you w sith the fin: uncing that your figures indicate 
you would need over a 6-year program. 

Senator Gore. Would you yield there ? 

Senator Case. Surely. 

Senator Gore. Mr. Wessenauer, as power manager, would it in 
any way hamper your operation, would it in any way seriously hamper 
the operations of the TVA power program for the next 5 years if 
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Congress in its wisdom placed a limitation on the power of the TVA 
to issue bonds at an amount estimated to serve your needs for the next 
6 years? 

Mr. Wessenaver. Well, I think there is one point that the Sena- 
tors may wish to consider, and that is the construction that might be 
yut upon such a limitation by the people who would be buying the 
Coniiie 

In other words, you have here a going power system. The pledge 
that is made to the bondholder is that the revenues would be adequate 
to pay off the principal and interest on the bonds as they come due. 

Now, I believe the bondholder would feel better if he knew that the 
policy of the owner was that the system would be operated on a busi- 
ness basis and could look ahead to the next facilities being built when 
they become necessary as the requirements for power increase in the 
region. 

I think they would be somewhat concerned if there appeared to be 
some inflexible future restriction which might force the system into 
uneconomical operation of marginal capacity and which might to 
some degree jeopardize their security. I think that the investor 
would be concerned as to what policy the owner has with respect to 
the future operation of the business. 

Senator Case. Mr. Chairman, I certainly want to yield to you, but 
I don’t want to lose track of what he has just said, because that flies 
in the face of an experience I had only yesterday. 

Senator Gore. I was only going to say this, and I will not ask you 
to you to yield after this comment, this committee faced somewhat 
the same problem with respect to the highway bill. The argument 
was made—and I concede it had some merit and appeared to me to 
have considerable weight, and I think there is merit to the point you 
make—this committee finally concluded that it would be the better 
part of wisdom to recommend to the Senate the enactment of a high- 
way bill on a 5-year basis. We thought that that was about as far as 
we could safely undertake to foretell the traffic pattern and highway 
needs in the country. 

In the final analysis, we concluded it would be the safer part of 
democratic process to have an extension of the program necessarily 
come back to the Congress for decision. 

Now, we wrote into the report the firm intention to extend the 
program to the point of bringing the Nation’s Federal-aid highways 
to a condition of adequacy. 

Now, if that is sufficient for the highway program, it would appear 
to me that such a procedure as Senator Case has indicated—and to 
which I do not, for the moment at least, seriously object—could be 
adopted; that the investors in the TVA bonds could take notice that 
for 20 years the TVA has been a going concern, though it has had its 
ups and downs, its trials and tribulations, it has continued to expand 
its earning capacity. Its annual revenue has had but one direction, 
and that is upward. 

I think investors might well take solace in the security of their 
investment on that basis. 

Excuse me, Senator Case. 

Senator Case. Well, as a matter of fact, Mr. Chairman, wouldn’t 
the revenues of the Tennessee Valley Authority be obligated to take 
care of the bonds ahead of other obligations? 
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Mr. Wessenauer. Oh, yes, sir. 

Senator Case. Well, then, to the extent that the bond issue was 
smaller rather than larger, wouldn’t they be more secure ‘ 

Mr. Wessenaver. I was directing my comment to the point, Sen 
ator, that when you faced the situation in which you had reached your 
limit, if your ‘authorization had not been expanded before that 
time 

Senator Case. Of course, nobody is suggesting that. There hasn't 
been any discussion here at all today of curtailing the program of 
expansion, and I have seen the time when Congress has been asked 
for appropriations. I remember back to the days when you were 
asking for the new Johnsonville steam plant, and then you have 
yone from one year to another in the cmsisaes Valley Authority, a 
little uncertain as to whether C ongress would make appropriations 
to take care of the expansion that the Tennessee V alley Authority 
people have thought was in the offing. But here, if we take the 
estimates of the Tennessee Valley Authority itself and say “We will 
give you enough authority to take care of your own picture of the 
financing so far as bond authority or bonds plus earnings,” you offer 
to your investors a greater certainty of expansion than you have had 
when you were dependent upon the uncertainty of congressional 
appropriations from one year to another. 

Mr. Wessenaver. I am sure they would be glad for that degree of 
certainty. 

Senator Caspr. Well, I just yesterday had a little experience 
Members of Congress have to find a place to live—we were looking 
around here recently with a view to finding either something that 
would meet our needs or possibly borrowing some mone y and buyi Ing 
a house, and in exploring that possibility I contacted 2 or 3 finance 
companies and I was a little bit bothered by the rate of interest which 
one of them wanted to suggest for the amount of money which would 
be necessary for us to borrow to buy a house. I thought 5 percent 
was a little high. He said, “Well, if you would reduce your loan, we 
would maybe make that 41/ » percent, but if you want to m: ake so much 
of a loan, we would have to have a higher rate of interest. 

I am just suggesting that is contrary to your theory. You think 
bond buyers would be attrac ted by an unlimited authority to borrow 
on bonds. The banker didn’t talk to me that way yesterday. He 
said, “Your security is better, the smaller the loan, and your interest 
rate would be less.” 

Mr. Wessenaver. I think, sir, there is one distinction. You were 

talking there about one piece of property with a fixed value and the 

question is, if you were going to borrow a greater percentage of the 
total, the interest rate would be greater than if you borrowed a smaller 
part and put in some equity of: your own or from some other source. 
I think that is correct. 

But here I was talking about a growing system and as you issued 
more bonds obviously there is more property and more earnings and 
more revenue to support it. 

Senator Casp. But every bond issue has a priority upon the earnings 
and you have already testified that the first claim on those earnings 
would be to take care of these bonds. 

Mr. Wessenaver. Yes, of the total earnings. The point I am 
making is 
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Senator Case. Well, to be sure, there has got to be a proper rela- 
tionship between the earning ability and the amount of your com- 
mitments for your bonds. I don’t think we need to pursue it any 
longer, but I assure you, and I am sure the other members of the 
committee do too, we will make proper provision for expansion and 
development of the Tennessee Valley Authority and the growth 
of the country or the area that it serves, but, by the same token, I 
think that our responsibility to the Treasury of the United States, 
to the people who own the Tennessee Valley system, and to the whole 
operation, is to keep a reasonable control. I think the suggestion of 
the chairman that we think in terms of a 5- or 6-year program is sound 
and I, for one, would be glad to go along on that kind of a basis. 

Mr. Wessenaver. Well, I think, Senator, the comment that you 
made is very important, as to providing assurance to the region that 
it can grow—and also that same assurance to the bond buyer—that 
the system is going to be operated on a business basis and will expand 
asthat isnecessary. Ithink that attitude and viewpoint you expressed 
is the essential thing, both as to the assurance to the people and to the 
bond purchaser. 

Senator Case. Well, there is no one in the Congress who is more a 
veteran of trials and tribulations of financing for the TVA than the 
Senator from Tennessee, Mr. Gore. I have seen him 

Senator Gore. No one who has as many scars, either. 

Senator Case. I have seen him in a great many battles on the House 
floor and on the Senate floor, and I am sure that his experience would 
bear out that you have been on a year-to-year basis as far as appro- 
pr lations, and in this proposal here, we establish an authority for the 
Tennessee Valley Authority to look ahead on its financing needs for 5 
or 6 years, and to get authority to issue bonds to meet those, and the 
TVA should be in a brighter future than it has had even in its glorious 
past. 

Senator Gore. Senator Hruska. 

Senator Hruska. Mr. Wessenauer, you suggested that maybe the 
bondholders would be apprehensive about their investment if it was 
felt that there would not be further expansion, because then the TVA 
might be forced to operate uneconomically or under economically dis- 
advantageous conditions. 

Isn't that same limitation found in private investment, because, 
after all, you have the counterpart of the United States Government 
in the TVA case, in the board of directors of the private corporation. 

Now, they might refuse to borrow more money to expand, where 
expansion would be desirable. 

Is there any difference between those two situations ? 

Mr. Wessenaver. On the growth cf private companies, sir? 

Senator Hruska. If the board of directors refused to expand, by 
refusing to issue or sell additional bonds, it would stop expanding 
wouldn’t it? 

Mr. Wessenaver. Well, if that was their position, you are correct, 
sir. 

Senator Hruska. Yes. And the apprehension which you spoke 
of was that the Congress would refuse to expand any further; isn’t 
that right’ The apprehe nsion on the part—— 

Mr. Wrssenaver. The point I was trying to make was. I wanted 
to be sure that if such a limitation was pk: iced on the amount of bonds 
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that might be issued, that it was not being placed inflexibly or with 
an indication of “so far, no more,” but rather it would be limited 
simply to the proposition that Congress wished to make a periodic 
review of the situation. 

Senator Hruska. Well, I am sure the latter is the case. Certainly 
everything I have heard so far in this testimony and in the discussion 
we have had was that it would be a periodic reevaluation of the entire 
situation, 

Mr. Wessenaver. As you understand, Senator, under the plan con 
templated and submitted there would be an annual review. If there 
were in the program anything which Congress disliked, they would 
have an opportunity to do something about it. 

Senator Hruska. Which, incidentally, is not too far from my own 
views on it. I think an annual review would be in order. 

Mr. Wessenaver. Certainly I would think that the owner of the 
property would want to do that. 

Senator Gore. Excuse me. I didn’t mean to interrupt you. 

Senator Hruska. Go ahead, if it is pertinent to this point. 

Senator Gore. The apprehension you have expressed as to some 
limitation roughly calculated to serve the needs of the TVA for a 5- 
or perhaps a 6-year basis is that the investing public might be wary 
lest the Congress not permit further expansion. 

Now, if as Senator Hruska has stated, that apprehension can be 
allayed by a report or by cognizance on the part of the investing public 
that Congress has not yet ditched the TVA and is not likely to, don’t 
you think that your objection would be considerably mitigated, if 
it be an objection ? 

Mr. Wessenaver. Yes, I think that would help, Senator. 

Just look at the situation at the present moment. There is quite a 
bit of apprehension in the region naturally, because there has not 
been any new generating capacity started in the region for 2 years, 
and yet the sy stem load has been growing. 

Now, if the attitude of the Congress at the time we reached any fixed 
limit on bonds was such as to say no more bonds, you could see in 
what situation that would again place not only the region which is 
most directly concerned, but “then also the bondholders who had in- 
vested in the system. 

As of now, you see, all of the investment is in the Federal Govern- 
ment, and it takes the loss if its policy results in a loss. 

Senator Gore. Let me ask one more: I recognize the apprehension 
that the people of the valley are experiencing. We are facing up 
to a power shortage. But if out of the stringent circumstances in 
which we find ourselves, the Congress does in ‘fact enact a program 
for TVA to finance its own operations for a 5-year period, don’t you 
think that fact in itself would dispel a good deal of apprehension, 
and instead engender some confidence that the TVA would in some 
manner be permitted to serve the region within its distribution area 

Mr. Wessenaver. Yes; I think so. 

Senator Gore. Excuse me, Senator Hruska. 

Senator Case. Senator, would you yield to me for just a few 
minutes? 

Senator Hruska. Surely 

Senator Casr. Mr. Wessenauer, in the Rural Electrification Ad- 
ministration, my experience has been that as we expanded and devel- 
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oped into the more sparsely settled areas of my State, that we had 
greater doubt, we had greater trouble dispelling the doubts of the 
Administrator on the feasibility. It was relatively easy to get REA 
loans approved when we were dealing with the cream of the business, 
the more thickly settled areas of South Dakota, but as we sought to 
cover the entire State and ran into the more sparsely settled and 
picked up some of that new business, the examiners became more dif- 
ficult to persuade that the project was feasible. 

I really don’t believe that the bond investors will be timid, because 
of a fear that you won’t issue an unlimited number of bonds. 

I think, on the contrary, if they feel that there is a ceiling within 
which securities will be issued that will have a claim against the 
earnings of the TV A, that their confidence will be increased. 

You will borrow your money at a lesser rate than if you had un- 
limited bonding authority. 

Mr. Wessenaver. Well, I still disagree, Senator. I believe that any 
investor feels more confident in a business which has within its man- 
agement the flexibility with which to grow as its business grows. 

Senator Casr. But I think that you are acting under a totally false 
assumption, that any corporate business has the authority to issue an 
unlimited number of bonds. I don’t think you can get that kind of 
an authority without application, or certainly you can’t get the per- 
mission of the Securities and Exchange Commission to float an un- 
limited issue. 

In fact, as soon as you get to size, you have to go to the Securities 
and Exchange Commission. 

Mr. WessENAvER. Yes; but when you go to the Securities and Ex- 
change Commission, the question is only one of whether or not it is 
a good proposition. If there is any question of whether the size is too 
large, it is simply in relation to the facts of the need for expansion. 

Senator Case. Do you think the Congress ought to give the Ten- 
nessee Valley Authority authority to issue an unlimited number of 
bonds and expand wherever the three Directors of the Tennessee 
Valley Authority want it to go, or might sometime conceivably want 
to extend or expand ? 

Mr. Wessenaver. I think it ought to have the means by which to 
meet the power demands it would have in the region that it has the 
responsibility for serving. 

Mr. Kampmerer. Mr. Chairman, I wonder if I might interject a 
comment that might help clear up some of this. 

Senator Gore. Would you give your name to the reporter and your 
position ? 

Mr. Kampmeter. My name is R. A. Kampmeier. I am the Assistant 
Manager of Power, for TVA. 

We are speaking of projects which take on the average about 3 
years to build. Therefore, when you are speaking, Mr. Chairman, of 
a 5-year period, for example, of bond issues, I think it is well to have 
in mind that before you are little more than halfway through that 
5-year period, you would need to issue bonds with which to start 
construction of projects which would not be completed until after the 
end of that 5-year period, and for which the last of the bonds to 
finance those projects would not be issued until after the end of the 
5-vear period. 
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Now, I think one of the questions as to investor reaction is, would the 
investor buy bonds with which to start a project if he wasn’t sure 
that you were in a position to issue bonds to finish it! 

Now, the fact that we are talking about projects which take 3 years 
to build, I think puts our projects in a little different category ‘than 
the typical highway construction project, for example. A 5-year 
period of bond ‘authorization seems to be a rather short period in rela- 
tion to the successive 3-year construction periods. 

I believe if your question were in terms of a somewhat longer period, 
so that we wouldn't so immediately be facing a situation in which 
we were starting to finance a project which we wouldn't be « ‘ompleting 
financing until after the initial period of bond authorization, then this 
whole question of a limitation might look a little different to us. 

Senator Case. Mr. Chairman, if the Senator is still yielding to me, 
just to follow through here a minute—— 

Senator Hruska. Yes. 

Senator Case. Mr. Wessenauer, do you think that the Congress 
ought to give the Housing and Home Agency, or whatever the cur- 
rent name of the Federal Housing Authority is, authority to issue 
unlimited bonds, under whatever its conce pt of housing needs of the 
country might be ¢ 

Mr. WessenAveER. I ere care to comment on what the Housing 
Agency needs, Senator. I don’t know. 

Senator Case. Would you think that we ought to create a highway 
corporation with unlimited authority to issue bonds, according to 
whatever it might think that it might desire in the way of building 
roads / 

Mr. Wessenaver. I am not familiar with that, either. I would only 
comment this way, Senator: I think if you have given an agency re- 
sponsibility for carrying out a certain program, that you ought to 
provide it with the means with which to do it. 

Senator Case. You are arguing. You are not answering my ques- 
tion. 

Would you think that the Congress ought to give to the Canal Zone 
authority to issue whatever bonds the Governor might desire to issue 
to finance perhaps a new canal or reconstruction of the railroad across 
the canal ? 

Mr. WEssENAUER. Well, I don’t know the details of that, Senator, 
and I would hesitate to speak—— 

Senator Case. In other words, you don’t want to claim that for other 
corporations, but for the Tennessee Valley Authority you thought 
Congress ought to give you authority to issue whatever number of 
bonds you want to issue, without any ceiling ? 

Mr. Wessenaver. I am not saying whether they should or should 
not, Senator, because I don’t know. 

Senator Casr. But they should, as far as the TVA is concerned? 

Mr. Wessenaver. My feeling is that the TVA should have that 
authority ; yes, sir. 

Senator Case. That's all, Mr. Chairman. 

Senator Gore. Senator Hruska. 

Senator Hruska. Mr. Wessenauer, did I understand you in this re- 

gard, I thought I heard you say in answer to a question propounded 
& Senator Case that the bonds proposed in this S. 2373 would be a 
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part of the budget; was I mistaken in that? What is the fact in that 
regard ¢ 

‘Mr. Wessenaver. Well, it is a question of what you mean by part 
of the budget. 

Senator Hruska. Part of the Federal budget, or the budget docu- 
ment. 

Mr. Wessenaver. There would be included in the budget docu- 
ment a presentation of the program of the ‘Tennessee Valley Author- 
ity. The bonds would not be included, however, in budgetary compu- 

tation of overall Federal rec eipts, expenditures, surpluses or deficits 
under the plan proposed under 8. 2372 

Senator Gore. Call it the Kerr bill, for short. 

Mr. Wessenaver. The Kerr bill would not show TV A’s bond issues 
as a part of the Federal surplus or deficit. 

Senator Hruska. As a matter of fact, none of the proposed bills 
would show it as a part of the gross figures which would make or un- 
make a budget deficit 

Mr. WessenaveEr. Sir, I believe the Bureau of the Budget draft 
bill would require it to be that. 

Senator Hruska. I didn’t so understand it. I thought all the pro- 
posals were to the effect that the bonds would contain an express pro- 
vision that they would not be obligations in any way of the Federal 
Government, and for that reason they could not be in the figure com- 
puted toward the deficit or surplus. 

Mr. WesseNAvER. Well, everybody is in agreement, sir, and all the 
bills provide, that they will not be guaranteed by the United States, 
but in the budget presentation of “other Government corporations 
which have nonguaranteed bonds, some of those apparently are in- 
cluded in the budget and show in the surplus or deficit. 

The treatment is not uniform. In order to make it clear in this 
case, the Kerr bill makes it definite that TVA’s bond issues would 
not affect the Federal surplus or deficit. 

Senator Hruska. I see; but there would be this annual presenta- 
tion for approval of the amount of the bonds actually to be issued in 
any given year? 

Mr. Wessenaver. There would be the annual budget presentation 
in accordance with the Government Corporations Control Act; that 
would provide for the possibility of disapproval, but would not re- 
quire specific approvals. 

Senator Gore. I wonder if we might not go over the background. 
Have you finished, Senator Hruska? 

Senator Hruska. Thank you, Mr. Chairman. That concludes my 
questions at this point. 

Senator Gorr. We have. gone rather suddenly into the heart of the 
problem here, and perhaps it would be well for the information of the 
committee and for the record and for the benefit of those who will 
read the record, Mr. Wessenauer, if you would give us a description of 
the service area, the physical facilities and the | power requirements of 
the TVA. 

Without objection, a copy of the map now before the committee 
will be inserted in the record at this point, for the benefit of those who 
read it, because I dare say that we will make some reference to it. 

(The map referred to is herewith inserted.) 
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Mr. Wessenaver. If I might, I would like to step up to the map, 
for perhaps it would be he Ipful to this committee for me to point out 
various locations. 

Mr. Swipter. Meanwhile, may I add a word of comment on Sen- 
ator Hruska’s question on whether the TVA expenditures would be 
included in the national budget total? 

Senator Gore. All right. 

Mr. Swipter. The Bureau of the Budget struck this provision—— 

Senator Gore. Excuse me, would you wait just a minute ¢ 

( Discussion off the record.) 

Senator Gore. Senator Hruska, Mr. Swidler, the General Counsel, 
has asked permission to clarify, to make a clarifying remark in re- 
sponse to your question. 

Senator Hruska. Yes. 

Mr. Swipter. Sir, on the question of the inclusion of proceeds from 
TVA bond issues and power operations and the expenditure of such 
proceeds in the national budget totals, the Kerr bill contains the 
express provision that they should not be included except for the 
amounts budgeted by the corporation for payment to the Treasury 
as interest on bonds held by the Treasury, and so forth, when there 
is an actual exchange of funds between the Treasury and TVA. 

Senator Hruska. And in that event it would be an item of income 
to the Federal Government, in effect / 

Mr. Swipter. That is right. 

Now, the striking of that provision was suggested by the Bureau 
of the Budget and it accompanied its draft with an explanation which 
includes the statement that the Government budget totals should con- 
tinue to include the total programs of the Government agencies. 

It is for that reason that we felt that there was an intention behind 
the Budget’s suggested striking of that provision, to require the in 
clusion of the TVA borrowings and total expenditures within the 
national budget program. 

Senator Gore. Had you finished ? 

Mr. Swipter. Yes, sir. 

Senator Gore. All right, Mr. Wessenauer, will you proceed? 

Mr. Wessenaver. I would like to give you just a brief description 
of the physical facilities. 

The Tennessee River has been developed by a number of multiple- 
purpose projects. 

Here [indicating on map] is the main river which extends from its 
mouth near Padueah, Ky., where it enters the Ohio River, to the head 
of navigation at Knoxville, Tenn. That is a distance of 650 miles, and 
that full distance of the river has been canalized by nine major multi- 
purpose projects located on the river. 

Here in the East [indicating on map] you see the major tributaries 
which supply the main river. They are the Clinch, Holston, French 
Broad, Little Tennessee, and Hiwassee Rivers. 

On those 5 tributaries are located some 19 projects which are owned 
by the TVA and 13 projects which are nie by the Aluminum Com- 
pany of America. 

These projects owned by the TVA include on each of the major 
tributaries one large storage project for the purpose of controlling the 
high-water flows in the tributaries, and keeping those floodwaters out. 
of the main river during the high-water period of the year, which is 
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Mr. Wessenauer. If I might, I would like to step up to the map, 
for perhaps it would be he Ipful to this committee for me to point out 
various locations. 

Mr. Swipcer. Meanwhile, may I add a word of comment on Sen- 
ator Hruska’s question on whether the TVA expenditures would be 
included in the national budget total? 

Senator Gore. All right. 

Mr. Swipter. The Bureau of the Budget struck this provision 

Senator Gore. Excuse me, would you wait just a minute ¢ 

(Discussion off the record.) 

Senator Gore. Senator Hruska, Mr. Swidler, the General Counsel, 
has asked permission to clarify, to make a clarifying remark in re- 
sponse to your question. 

Senator Hruska. Yes. 

Mr. Swipter. Sir, on the question of the inclusion of proceeds from 
TVA bond issues and power operations and the expenditure of such 
proceeds in the national budget totals, the Kerr bill contains the 
express provision that they should not be included except for the 
amounts budgeted by the corporation for payment to the Treasury 
as interest on bonds held by the Treasury, and so forth, when there 
is an actual exchange of funds between the Treasury and TVA. 

Senator Hruska. And in that event it would be an item of income 
to the Federal Government, in effect / 

Mr. Swrpter. That is right. 

Now, the striking of that provision was suggested by the Bureau 
of the Budget and it accompanied its draft with an explanation which 
includes the statement that the Government budget totals should con- 
tinue to include the total programs of the Government agencies. 

It is for that reason that we felt that there was an intention behind 
the Budget’s suggested striking of that provision, to require the in 
clusion of the TVA borrowings and total expenditures within the 
national budget program. 

Senator Gore. Had you finished ? 

Mr. Swipter. Yes, sir. 

Senator Gore. All right, Mr. Wessenauer, will you proceed? 

Mr. Wessenaver. I would like to give you just a brief description 
of the physical facilities. 

The Tennessee River has been developed by a number of multiple- 
purpose projects. 

Here [indicating on map] is the main river which extends from its 
mouth near Paducah, Ky., where it enters the Ohio River, to the head 
of navigation at Knoxville, Tenn. That is a distance of 650 miles, and 
that full distance of the river has been canalized by nine major multi- 
purpose projects located on the river. 

Here in the East [indicating on map] you see the major tributaries 
which supply the main river. They are the Clinch, Holston, French 
Broad, Little Tennessee, and Hiwassee Rivers. 

On those 5 tributaries are located some 19 projects which are owned 
by the TVA and 13 projects which are atom by the Aluminum Com- 
pany of America. 

These projects owned by the TVA include on each of the major 
tributaries one large storage project for the purpose of controlling the 
high-water flows in the tributaries, and keeping those floodwaters out 
of the main river during the high-water period of the year, which is 
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normally between the latter part of December and the early part of 
April. 

All the projects have generating equipment for the production of 
power. These 41 projects have an installed capacity of over 3 million 
kilowatts; that is, on the tributaries and on the Tennessee River. 

In addition to the projects in the Tennessee River Basin 

Senator Gore. Mr. Wessenauer, before you leave that, would you 
tell us the annual precipitation in the mountainous regions of the 
eastern tributaries of the Tennessee and approximately the elevation 
of the mountains? 

Mr. Wessenaver. The annual precipitation in the whole basin is 
about 50 inches a year, but in the mountains, which reach over 6,000 
feet elevation, there are places where the average precipitation 
amounts to 80 inches a year. The heavy rains in the Tennessee Basin 
help make it possible to have that amount of electrical power 
developed. 

Senator Gorr. Senator Hruska, I wanted tMat put in the record 
because from 6,000 feet down to—what is it ? 

Mr. Wessenaver. The elevation at the mouth of the river is approx- 
imately 300 feet. 

Senator Gore. And is it not a fact that in the Smoky Mountains we 
have the second highest precipitation in the United States? 

Mr. WessenaveEnr. I believe that is correct, sir. 

Now, in addition to the projects in the Tennessee River Valley that 
are operating as part of the TVA system, there are projects located in 
the Cumberland River Valley. 

There are three projects: Wolf Creek, Center Hill, and Dale Hol- 
low. These are projects built primarily for flood control by the 
Corps of Engineers. 

The power of those projects is made available to TVA. In accord- 
ance with the Flood Control Act of 1944, it is made available to the 
Department of the Interior for marketing and TVA has an arrange- 
ment with the Southeastern Power Administration, which is an agency 
of the Department of the Interior, whereby we buy power from those 
projects, and it is distributed over the TVA network. 

In addition, TVA owns a dam in the Cumberland River Valley at 
Great Falls, acquired as part of the acquisition of properties by TVA 
and the local municipalities and cooperatives in 1939. 

Senator Gore. Off the record. 

( Discussion off the record.) 

Senator Gore. Back on the record. Go ahead. 

Mr. Wessenaver. I should have pointed out, Senators, that the 13 
projects of the Aluminum Company of America located in the Little 
Tennessee Basin are operated as part of the TVA system under agree- 
ment between the TVA and the Aluminum Company of America. 

Senator Gorr. May I inquire: Why does the TVA operate those 
facilities? 

Mr. Wessenaver. The arrangement became desirable as the result 
of the construction of the Fontana Dam. 

Senator Gore. Where is the Fontana Dam? 

Mr. Wessenaver. The Fontana Dam is located on the Little Ten- 
nessee River. 

Senator Gorr. Above? 
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Mr. Wessenaver. Upstream from the company’s Cheoah Dam, and 
the Calderwood Dam, two of their major projects. 

Because the Fontana Dam would affect. the operation of those 
downstream dams, an arrangement was worked out whereby TVA 
would direct the operation and the storage and release of waters of all 
the Aluminum Co. projects, and the power would be put on the sys- 
tem the way the TVA would like to use it. In return the Aluminum 
Company of America each year would get back the amount of kilo 
watt-hours produced from its projects, but the power would be sup 
or on a more uniform basis for use in the aluminum production 

facilities located at Alcoa, Tenn. 

Senator Gore. Now, Alcoa is building another dam, is it not ‘ 

Mr. Wessenaver. They are now building one known as the Chil 
howee project. 

Senator Gore. Will the TVA operate that, likewise ‘ 

Mr. Wessenaver. An agreement has been reached whereby that 
project will be incorporated within that arrangement with the other 
projects, and operated as part of the TVA system. 

Senator Gore. What is the capacity of that dam ? 

Mr. WessENAUER. It is to be about 50,000 kilowatts. 

In all, there are now some 45 hydroelectric and multiple-purpose 
projects operated as part of the TVA system, with a total installed 

capacity of about 3.5 million kilowatts. 

Now, besides the hydroelectric capacity, TVA has a number of 
steam-electric stations. 

As of June 30, 1955, there were 13 steam stations in the TVA system. 

Six of those were built by TVA and seven of them were acquired 
by TVA from the former owners, including one built by the Govern 
ment at Wilson Dam, which was started back in 1918. 

Those 13 steam-electric stations, as of June 30, had 4.3 million kilo- 
watts of capacity, so that the total system generating capacity of that 
date was approximately 7.8 million kilowatts. 

Now, there are under construction additional generating units at a 
number of the projects, and some new stations pape h are under con 
struction. There is underway the addition of a generating unit at 
the Nottely Dam at which, at the time it was bail; there was no gel 
erating unit. 

There is also being installed at the Hiwassee Dam a second unit 
which is a combination of turbine and pump, whereby we can use 
the unit during the day hours to release water from the reservoir, to 
produce power, and at nighttime can use the generator as a motor and 
the turbine as a pump, to pump water back up into the storage rese) 
voir. 

Senator Gore. Well, left standing alone, that looks like perpetual 
motion, or some utterly impractical operation. 

Just why is it that you can economically pump water back up into 
the reservoir after it has been used, for further use / 

Mr. Wessenaver. The economics of it arise from the fact that 
the peak daytime power is more valuable than the nighttime power. 
We can use the less expensive energy at night to pump that water 
back, and release it at a time when the power would cost us more to 
produce from some other sources during the day hours. 

It is not perpetual motion. [Laughter. | 
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In addition, on the Cumberland River, there are under construction 
at the present time two projects known as the Old Hickory Dam and 
the Cheatham Dam. Those combine navigation and power develop- 
ment on that stream,.and are being built by the Corps of Engineers. 
We expect that the power from those projects will be made available 
for distribution over the TVA system under an expansion of the 
agreement we have with the Southeastern Power Administration. 

These various additions to the hydro projects will produce about 
260,000 kilowatts. There was also underway installation of 11 steam 
units, as of June 30, with a total capacity of about 2 million kilowatts. 
with the completion of the work which is now underway, both the 
hydro and steam installations, the capacity of the TVA system will 
be a little over 10 million kilowatts. It might be of interest to com- 
pare that with what was in this whole region in 1933. 

There was at that time approximately 800,000 kilowatts. 

Senator Gore. What was the total again? 

Mr. Wessenaver. A little over 10 million kilow: atts next year. 

Senator Gore. And you started to give the 1933 total. 

Mr, WessenAver. In 1933 the total « ‘apacity in this area was about 
800,000 kilowatts. 

Senator Gore. So it is in the order of 1214 times as much ? 

Mr. Wessenaver. That is right. 

Senator Gore. Now, would you indicate the capacity of the Ken- 
tucky Dam, near the mouth of the river? 

Mr. WessenaveEr. The capacity of 

Senator Gore. As compared with, say, Muscle Shoals, and then fur- 
ther back up. 

Mr. Wessenaver. The power capacity ? 

Senator Gore. Yes. 

Mr. Wessenaver. The power capacity of the Kentucky project is 
about 160,000 kilowatts. Pickwick, the next upstream, has over 200,000 
kilowatts. 

Senator Gore. Now, why would the Kentucky Dam, going down- 
stream, particularly, have less power capacity than the upstream 
dam? 

Mr. WesseNAvER. Well, the power capacity is a function both of 
the quantity of water and the 
Senator Gore. The fall? 

Mr. Wessenaver. And the fall. We have a somewhat greater fall 
at Pickwick than we have at Kentucky. 

But there is one other factor, that at some projects it is more desir- 
able to arrange for concentrating the use of water during peak times, 
whereas at other projects we put in less capacity and spread out the 
power production during more hours. 

We have more peak capacity at the higher head projects, where it 
costs less per kilowatt to install. 

Senator Hruska. Mr. Wessenauer, in order to enable me to vis- 
ualize this a little bit, what is the distance between the Kentucky Dam 
down to the Pickwick Dam? 

Mr. Wessenaver. That is, as I recall, 184 miles. 

Senator Hruska. And your great State, Senator, enjoys about how 
much ¢ 
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Senator Gore. It is about 600 miles—— 
Mr. WeEssEnAvER. I think from the southwest corner to the north 


east corner of Tennessee is close to 600 miles. 


Senator Gore. I might give 
be of some surprise to you. 

It is considerably nearer from Memphis to Chicago than it is from 
Memphis to Bristol, Tenn., which is in the northeast corner / 

It is considerably nearer from Memphis to the Gulf of dies than 
it is from Memphis to Knoxville. Tennessee is a very long State. 

Mr. Wessenaver. I hope I am not taking too much of the com 
mittee’s time. 

Senator Gore. No: go ahead. 

Mr. Wessenaver. These projects are connected together 

Senator Gore. Excuse me, can you go upstream, and give us the 
approximate distances from one down to the other ? 

And, if you can, the approximate fall and elevation from one dam 
to the other. 

If you don’t have it, you can supply it for the record. 

Mr. Wessenaver. Well, I would be giving it rather roughly now. 
and I would rather submit it later. 

Senator Gore. All right, supply that for the record. 

(The information requested is as follows :) 
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Mr. Wessenaver. I started to point out that these projects are con 
nected together with a transmission network over which the power is 
carried to various points of distribution, where it is supplied to the 
customers of TVA. 

That network includes approximately 10,000 miles of transmission 
lines and approximately half is of 154,000-volt construction, which is 
the pagent voltage that we use to transmit power. 

There are subtransmission volt: ages of 66,000 and 44,000, depending 
on the area, at which power is carried to the various communities 
and rural electric cooperative distribution centers, where it is trans- 
formed down to 13,000 volts, or other distribution voltages, for whole- 
sale delivery to those customers. 

We have approximately 369 substations with a total installed 
‘apacity of about 17 million kilowatt-amperes. 

The power market area, which is shown by the shaded area on the 
map, is approximately 80,000 square miles. It is about double the 
size of the drainage basin of the Tennessee, which is a little over 40,000 
square miles. 
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The extent and location of the service area came about as the result 
of power being made available within transmission distance of the 
hydroelectric projects and the express desire of particular local com- 
munities and rural cooperatives to obtain power from TVA, 

Senator Gore. Is that not specified in the TVA Act, that TVA may 
distribute power within transmission distance from the hydroelectric 
projects ¢ 

Mr. Wessenaver. Yes; the act speaks expressly of distribution of 
power within transmission distance. Preference is given in the TVA 
Act to States, counties, municipalities, and rural electric cooperatives ; 
and, as I say, the particular areas served within transmission distance 

came about as the result of the exercising of the preference rights of 

the local agencies in those areas, many of them expressed through a 
referendum in the individual communities that desired to buy from 
TVA. 

Senator Hruska. You do not utilize that full formula, that is, that 
full authority of the distance of transmission from your hydroelectric 
power, do you ¢ 

Mr. Wessenaver. No, sir. You can see, obviously, that here lindi- 
cating on map! in the vicinity of Guntersville Dam the distance has 
been very short from that project, while in this southwestern area 
[indicating] the dams are quite distant from the area served. 

Senator Hruska. Does that mean that there was later an expressed 
declaration by the Congress that the shaded area be limited? 

Mr. W oer aver. No— 

Senator Gorr. No. I think, if you will excuse me, Senator, that 
it came about through, or largely through REA expansion. Is that 
not true, Mr. Wessenauer, that much of the expansion in the Missis- 
sippi came as the result of the request of the TVA, at the time TVA 
had surplus power, from the REA and the municipal cooperative 
systems ¢ 

Mr. Wessenaver. One of the first customers, of course, was Tupelo, 
Miss. 

Senator Gore. Well, Congressman Rankin says it was the very first. 

Mr. WessENAvER. Yes, Senator. The expression of interest in TVA 
power came faster in that area than in the other 

Senator Gore. Excuse me, I didn’t hear that last. 

Mr. Wessenaver. I believe the interest expressed here in Mississippi 
| indicating on map] came more rapidly than from some of the other 
areas of the region. 

Senator Gore. There has been no change, major change in the serv- 
ice area of the TVA over a long while, has there? 

Mr. Wessenaver. No, sir. This is substantially the area that was 
served 10 years ago. 

The last major increment occurred up in this area [indicating on 
map | at the time the East Tennessee Light & Power Co. disposed of its 
properties to the municipalties and electric cooperatives in that area 
| indicating on map]. 

Senator Hruska. For the purposes of the record, you are referring 
to the extreme northeast segment of that map? 

Mr. Wessenaver. Thank you. That is right. 

Senator Gore. May I ask concerning the word ‘expansion” of the 
TVA, people might thing of it as a geographic exp: ansion—as a matter 
of fact, there has been no major geogr raphic expansion for 10 years; 
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and is it not also a matter of fact that the TVA is constantly resisting 
demands that it expand its service area—I mean, resisting requests 
from surrounding areas ¢ 

Mr. Wessenaver. Many individual requests have not been met in the 
past number of years from communities in the vicinity of this area. 

Senator Gore. You have just declined to respond to those requests 
for various reasons of management and for whatever other reasons 
there might have been ¢ 

Mr. Wessenavrr. That is correct, sit 

Senator Hruska. Does any of the TVA power actually ever go 
beyond the shaded area of this map / 

Mr. Wessenaver. There are times, Senator, when TVA has more 
»ower than is required in the shaded area and at times that is marketed 
be short term a to neighboring power systems. 

Senator Hruska. Well, that would be the case, however, in the 
normal operation of any electric energy company, isn’t that a fact ¢ 

Mr. Wessenaver. That is correct, Senator. And the act specifically 
provides that sale under those circumstances should provide for pos- 
sible recapture of the power or cancellation of the arrangement within 
5 vears as the maximum term. 

We have not had the situation in recent years but there have been 
times when we have sold power to neighboring systems over a tem- 
porary period of several years. 

Now, I should say that the TVA performs the generating and trans- 
mission functions in this area and that the distribution function is in 
the main performed by local agencies. 

We sell power to some 150 local agencies, which include 97 munici- 
palities, cooperatives, and 2 private companies which buy and sell 
power on the same basis. About one-third of the kilowatt-hours gen- 
erated on the system last year went to the municipalities ‘and 
cooperatives. 

In addition, we deliver power directly to a few large industrial 
establishments, some 15 or 20 or so. They take about one-sixth of 
the energy output of the system. 

The remaining one-half of the output of the system is being sup- 
plied to the Federal establishments located in the area, of which the 
two major power users are the AEC installations at Oak Ridge, Tenn., 
and Paducah, Ky. There are other major Federal installations like 
the wind tunnel project of the Air Force, a rocket missile plant, a 
chemical warfare project, and the TVA fertilizer and a mical 
plant 

Senator Gore. Well, Mr. Wessenauer, that has been very helpful, 
this treatise on the physical layout. 

Now, we have already had some considerable discussion on the 
self-financing plan which involved some discussion of the financial 
aspects of the TVA power operation. 

We did not, however, have reference to the details of the power 
operations, the financial aspects of the operation, the annual magni- 
tude of receipts and expenditures. 

Will you give the committee, and for the record, some infor:ation 
in some reasonable detail on that? 

Mr. WEsseNAUER. You suggested you would like information on 
the use of power. Would you like that or the financial figures now ? 
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Senator Gore. I think it would be well to have the use of power and 
then follow that with the financial aspect. 

Mr. Wessenaver. In that connection, I think it would be helpful 
to review the statutory objective of the TV A power program. 

It is a primary statutory objective or policy that the power projects 
shall be considered primarily as for the benefit of the people of the 
section as a whole, and particularly the domestic and rural consumers 
to whom the power can economically be made available, for a fuller 
and better balanced development of the resources; and it is also the 
polic; y to make the power projects self-supporting and self-liquidating. 

The point I want to make is that we were directed primarily to 
provide an abundant quantity of power for distribtion at the lowest 
possible rates and, consistent therewith, to keep the project on a self- 
supporting basis. 

So, if I might, I would like to give some indication of how that 
is being accomplished and then to lead into the financial results of 
the program. 

Senator Gorr. Very well. 

Mr. Wessenaver. As I indicated, we distribute this power to the 
local agencies. 

There are some 150 municipalities and cooperatives. They are 
managed by local board of directors, with some 900 directors. If 
you add up all the boards in these various 

Senator Gort. Excuse me. You mean that there are 900 members 
of boards of directors ? 

Mr. Wessenaver. That is right, and they are made up of farmers, 
ee merchants, and professional men in the valley 

Senator Gore. What investment is there in those distribution 
agencies ? 

Mr. Wessenaver. The distribution agencies have invested approxi- 
mately $400 million. With part of that investment they have built 
over 100,000 miles of rural lines. 

They serve approximately 1,400,000 customers. 

These local agencies have agreed, in the power contract under which 
they buy power from TVA, to carry out the policy which the Congress 
has expressed in the TVA Act with respect to the distribution of power. 

In other words, they agree they will make the power available at 
the lowest possible cost to the particular community or rural area 
for which they have taken service responsibility. 

We deliver power to them and they take the responsibility for the 
investment in the transformers and the distribution lines, and for 
the business of bringing the power out to the ultimate users. 

Last year these local systems purchased about 13,500 million kilo- 
watt-hours from the TVA system. 

Now, it might be of interest to the committee to have some indica- 
tion of how the use of pow er has increased over the past 21 years, and 
I can give you some comparisons between 1933 and the calendar year 
1954. 

In 1933 in this region of 80,000 square miles there were only 225,000 
residential and farm users. In 1954 there were over 1,200,000. 

Senator Gore. Are you speaking of the same area now? 

Mr. Wessenaver. The same area. In 1933 the average use of those 
225,000 consumers was approximately 600 kilowatt-hours per year. 
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Last year the average use of these 1,200,000 residential and farm 
consumers was just about 5,000 kilowatt-hours per customer. 

Now, that means that there was a great increase in the number of 
consumers and a great increase in average use by the individual con 
sumers, so that the use of electricity by the residential and farm 
consumers has increased some 46 times, from about 130 million kilo- 
watt-hours in 1933 to 6 billion kilowatt-hours last year. 

Now, in the category of business and industry, in 1933 there were 
50,000 meters, approximately, using about 1,200 million kilowatt-hours. 

In 1954 there were 160,000 business and industrial meters using 
almost 13 billion kilowatt-hours, or an increase in use by business and 
industry of about 11 times in that 21-year period. 

The other major use in the valley, as was indicated earlier, is the 
use by the Federal establishments. 

In 1933 that use was insignificant. Last vear it totaled over 16.7 
billion kilowatt-hours. 

Senator Gore. You say 16 billion ¢ 

Mr. Wessenaver. More than 1614 billion. 

Senator Gore. Well, didn’t you give the figure for the rural coopera- 
tives and municipal systems a few minutes ago at 16 billion? 

Mr. WessenaAvER. 1314 billion, sir. 

Senator Gorr. You mean the Federal Government last year used 
more electricity of the TVA than all of the municipal and rural coop- 
erative systems combined ¢ 

Mr. Wessenaver. Oh, yes, sir. They used approximately half of 
the total for the TV A system. 

Senator Gore. About half, including the amount you supply di 
rectly to the large industries ¢ 

Mr. Wessenaver. That is correct. 

Senator Gore. How many large industry customers do you have? 

Mr. Wessenaver. We have directly served customers in the neigh- 
borhood of 20, but I would put in the category of the large ones only a 
dozen or 15. 

Senator Gore. And that is Aleoa, Monsanto Chemicals—well, you 
gvivethem. Give the committee 5 or 6. ; 

Mr. Wessenaver. I will give you some of the larger ones. 

In the case of aluminum plants, we supply power directly to the 
Aluminum Company of America and to Reynolds Metals Co. 

In chemicals, they are companies like Monsanto, the Victor Chem 
ical Works, Shea Chemical Corp.. and the National Carbide Co. 

In ferroalloys, companies like Pittsburgh Metallurgical Co.; Elee- 
tro-Metallurgical 

Senator Gore. Where is Pittsburgh Metallurgical located 7 

Mr. Wessenaver. At Calvert City, downstream from the Kentucky 
Dam. , 

Senator Gore. It is in Kentucky ? 

Mr. Wessenaver. That is correct. 

Senator Gore. And what are your major Government installa- 
tions? Of course, there is Oak Ridge and Paducah, Ky., our atomic 
energy plants. 

Mr. Wessenaver. That is right. 

Senator Gore. And the Arnold Engineering Development Center 
at Tullahoma. 
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Mr. Wessenaver. Yes. 

Senator Gore. And what is next in size? 

Mr. Wessenaver. The next in size are the TVA chemical plant, 
the Redstone arsenal, which is now a rocket missiles center, at Hunts- 
ville, Ala., and the chemical warfare plant at Muscle Shoals. Then 
there are a number of camps, like Fort Campbell. 

Senator Gore. Those camps do not use large amounts? 

Mr. Wessenaver. No, sir. 

Senator Gore. Your principal Government installations then are 
the atomic energy installations ¢ 

Mr. WessenAverR. Well, the Atomic Energy Commission’s plants 
are really—— 

Senator Gore. That is the big one? 

Mr. Wessenaver. They constitute probably 95 percent of the 
Federal use in the region. 

Senator Gore. 95 percent ¢ 

Mr. Wessenaver. I believe that is correct. 

Senator Gore. Has the TVA been notified of the additional need 
for electricity at Oak Ridge due to the expansion which the Congress 
gave a few days ago? 

Mr. Werssenaver. No; we have had no indication of anything re- 
cently. 

Senator Gore. Well, of course, it may be that TVA has been noti- 
fied prior to the actual authorization of the expansion by the Congress. 
Have you in recent months been notified of an impending additional 
demand at Oak Ridge? 

Mr. Wessenavuer. The last notification that we had of an increase in 
power requirements at Oak Ridge was early 1954, for an increase of 
between 150,000 and 200,000 kilowatts. 

I might say, Senator, that we have been supplying at Oak Ridge 
and Paducah large quantities of power in excess of our long-term 
contracts. We have contracts for a total of approximately 2,900,000 
kilowatts at Oak Ridge and Paducah. 

We have been supplying in recent weeks as much as 3,350,000 kilo- 
watts to those installations. 

But if there is a new addition of some kind to be made, we have 
not been advised of it, except the one on which construction was un- 
derway a year or more ago. 

Senator Gore. If the Atomic Energy Commission uses approxi- 
mately 95 percent of the governmental use of TVA power and the 
governmental use is larger than the 148 municipal and rural electri- 
cal cooperatives combined, would it follow that the Atomic Energy 
Commission alone uses approximately as much power as all of the 
distribution systems combined ? 

Mr. Wessenaver. Yes. 

Senator Gore. How would that compare, how would that amount 
compare, say, with the power used in a city like Chicago? 

Mr. WessENAUER. It is more than is used in Chicago. 

Senator Gore. You mean the two plants at Paducah and Oak 
Ridge use more electricity than the city of Chicago ? 

Mr. Wessenaver. Even the part they get from us is more than 
the electric energy sold in Chicago. Of course, at Paducah they are 
getting another 735,000 kilowatts from Electric Energy, Inc. 
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Senator Gore. Could you give us some comparison with the amount 
of electricity used by some States ‘ 

Mr. Wessenaver. I think there is more electricity used by the AE¢ 
than is used in any individual State except three, There are three 
States that use more electricity than the AEC, but the AEC uses 
more electricity than the others. 

Senator Gorse. Any 1 of 45 States! 

Mr. WesseNaver. Yes, more than any | of 45 States. 

Senator Gore. Go ahead. 

Senator Hruska. Mr, Chairman. 

Senator Gore. Senator Hruska. 

Senator Hruskra. Mr. Wessenauer, there will be an increased de 
mand load, of course, in the near future, now, and that is what you 
are asking this additional financing for right now. 

Will this same proportion with reference to Federal and non-Fed 
eral uses of that power obtain in that increased demand load as 
presently obtains ? 

Mr. Wessenaver. Well, Senator, the rate of expansion in use by the 
Federal Government has been very considerable over the last recent 
years. I cannot speculate, really, as to how fast that will grow in 
the future. It depends on the programs of the other agencies of the 
Federal Government. 

I would be glad to give you figures, Senator, if I may, as to the 
rates of growth of those requirements which we can predict with a 
little more certainty. 

Senator Hruska. Well, you have a breakdown of the increased 
demand estimates, do you ¢ 

Mr. WesseNAveER. Yes, sir. I would like to give you that. 

Senator Hruska. Fine. 

Mr. Wessenaver. The power use by the non-Federal consumers in 
the Tennessee Valley region has grown at the rate of about 13 per- 
cent per year over the past 15 years and _ t year that rate of growth 
was still 13 percent. In other words, it is a compounding growth 
at the rate of about 13 percent per year. 

That might be compared with the rate of growth nationally, which 
has been about 71/ > percent. So that gives you some indication of the 
way in which power use has been growing in this region. 

Now, that rate of growth in general use is what leads to the re- 
quirement that the TVA system should be installing in the neighbor- 
hood of 750,000 kilowatts of capacity each year and that is why we 
need saditional capital. Indirectly it is the reason for the financing 
plan being submitted to the Congress, as a means to raise the neces- 
sary capital to provide the facilities to meet the growth of load. 

Senator Hruska. Well, now, how much of that—you are surely 
putting something into that increased demand, that estimate of the 
increased demand, for Federal uses—how much would that be / 

Mr. Wessenaver. As a matter of fact we have not put in an allow- 
ance for growth in Federal loads, sir, and I will explain why. 

Two years ago we were before the Bureau of the Budget and they 
instructed us to revise our submission of our budget so as not to 
include allowance for Federal growth, and for 2 years we have not 
included that in our projections, and it is not included in the 6-year 
program referred to here earlier today. 
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Now, I do not believe that is realistic. I think that we should expect 
that these Federal establishments will find other uses for power and 
that they can be expected to grow. 

All of our experience to date has indicated that. And I believe 
that it was not prudent planning to leave out any allowance in the 
new capacity to is provided for that purpose. 

That is one reason, Senator, that I think it is desirable in the 
financing plan submitted to C ongress, that it be understood that the 
issuance of revenue bonds is an addition to the use of appropriations, 
because there may be occasions when there is some Federal requirement 
of a character and size for which it would be difficult to finance service 
by issuing revenue bonds, and appropriations may be the best way 
to finance that addition. 

Senator Hruska. Of course, such large Government installations as 
would presumably need the appropriations and express action of the 
Congress—one of the component parts of the working of that instal- 
lation would be the power—wouldn’t that be the time to consider that 4 

Mr. WessenAver. That would be the time to consider it, except 
for one problem, again based on the experience we have had. 

Quite frequently these projects can be built more rapidly than the 
power capacity to supply them. 

Senator Hruska. But if you did not know that they were going to be 
built, you would not be able, even with unlimited financing, you 
would not be able to anticipate them, would you? You would have 
to await the actual creation, the actual birth of the installation, 
wouldn’t you? 

Mr, Werssenaver. I think you should at least build, Senator, on the 
basis of a reasonable projection of increases in requirements, sup- 
ported by past experience. 

I might speak just a moment, if I may, to the measure of accom- 
plishments in the field of rural electrification. 

In 1933 the number of farm customers was only 15,000. In other 
words, only 3 percent of the farms had been reached with electrical 
service. 

Last year the number has been increased to 440,000 farm customers. 
Approximately 93 percent of the farms had electrical service. 

The use of electricity on the farm has grown from 9 million kilo- 
watt-hours in 1933 to 1,500. million kilowatt-hours in 1954, or an 
increase of 170 times. 


The average farm use has grown from 600 kilowatt-hours to over 

3.400 kilowatt-hours per farm, 

We estimate that in the farm homes of the area there are now 
390,000 refrigerators, 250,000 electric ranges, and 115,000 electric 
water heaters. 

And, of course, electricity has meant quite a bit to the farm opera- 
tions as well as the farm home. Electric motors now handle feed 
processing, elevating hay, drying hay. 

E lectricity in the dairies has made it possible for the farmer to 
have grade A milk for sale because he has an electric water cooler, 
water heater, milking machines, and other equipment which keep the 
dairy clean and efficient. 

In the poultry business, there is automatic lighting which extends 
the laying hours, and there is better water delivery to the henhouse. 
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Then there are farm workshops. Well, in many ways electricity 
has meant _ a bit to the farms of the region. 

Senator Gore. Well now, you have oe us a good picture of the 
power usage and growth and the demand: but I must say that I did 
not know that your estimate of demand did not include any possible 
expansion of the demand on the part of the Government facilities. 

But, be that as it may, let us go now to your financial structure. 

What has this cost, and what are your disbursements in the course 
of a 12-month period ¢ 

Mr. Wessenaver. I would like to utilize these [exhibiting docu- 
ments] in connection with that. 

Senator Gore. Could we have copies ? 

Mr. Wrssenaver. Yes. Here are copies of the financial statements 
and copies of abbreviated income and expense statements. 

Senator Gore. Without objection, the table entitled “Financial 
Results of the TVA Power Program” will be incorporated in the 
record at this point. The financial statements for the fiscal year 
ended June 30, 1954, will be filed with the committee. 

(The table referred to is as follows:) 


Financial results of the TVA power program 


| 
} 





Fiseal year 21 years, 

1954 1933-54 
Power investment: Average during the period $890, 000, 000 $315, 000, 000 
Power revenues _____-- 133, 900, 000 829 000. 000 

Power expenses: 

Production : 65, 300, 000 970. 000). 000 
Transmission 7, 000, 000 55. 000. 000 
Miscellaneous. -_-_--- ‘ 6, 200, 000 48, 000, 000 
Tax equivalents - _- s 3 600. 000 33. 000). 000 
Depreciation - -.__._--- ; ith 23. 000. 000 159, 000, 000 
Total ‘ a 105. 100, 000 565. 000. 000 
Net revenue from oper: stions: Before interest... 28, 800, O00 264. 000, 000 
Return on investment (percent)___.....____- Fake 3.2 4.0 


Mr. WessenAverR. May I take a moment to discuss the financial re- 
sults, referring to the table which you just inserted in the record ¢ 

We have 2 columns of figures there, one showing the results : the 
fiscal year 1954 and another showing the results over the 21-year 
period from 1953 to 1954. 

I might just explain the 21-vear figures. 

Taking the line, “Power revenues,” during that 21-year period, 
TVA received from the sale of power $829 million. 

The next group of figures show the power expenses: 

$270 million was required for the operation of generating plants, 
to pay for the operating labor, repairs, and maintenance and for the 
coal which was burned in the steam plants. 

We spent $55 million for the oper ation and maintenance of the 
transmission system. 

About $48 million was spent for other expenses in connection with 
the operation and management of the power system, and that would 
include the customer billings, the administrative and supervisory 
expenses, and so forth. 

$33 million was paid as tax equivalents to the States and counties 
in which the TVA power system 1s located. 
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In accordance with section 13 of the TVA Act, the TVA is required 
to pay 5 percent of its gross receipts from the sale of power—to 
agencies other than the Federal Government—to the States and 
counties in which the TVA operates. 

Approximately $159 million was charged a 
depreciation. 

Senator Gore. Now, has the TVA used this depreciation amount to 
replace facilities depreciated and to invest in additional facilities, 
thus maintaining the governmental investment, the value of the gov- 
ernmental investment under the depreciated value of governmental 
investments? — | 

Mr. Wessenaver. The money charged to depreciation was partly 
used for replacements of property which may have worn out and 
have been replaced 

Senator Gore. Such as, for instance, substations? 

Mr. Wessenaver. Well, more frequently poles and crossarms and 
things like that. 

Senator Gore. Well, you do have substations that burn out by 
lightening ?¢ 

Mr. Wessenaver. Oh, yes—anything that was of a character that 
was beyond normal maintenance—the unit of property would be re- 
placed by using the depreciation funds. But the major part of this 
money was utilized for investment in new facilities so that the value of 
the property was maintained by that process. 

Senator Gorr. Well, I should have said value of property rather 
than investment, I think; do they mean the same thing in that con- 
text anyway ? 

Mr. WEsSENAUER. Yes; in effect—you could have used $159 million 
to reduce the investment or you could invest that $159 million in new 
property so that the total value of the property then in existence 
would be equal to the original investment which was made. 

Senator Gore. All right. 

Senator Hruska. When you say “new property,” would you mean 
a substation built some place where there was no substation ever be- 
fore, or do you mean a new substation to replace something that had 
been there and had been worn out, for example? 

Mr. WessENAUER. Well, it could mean both. Most of them would 
be new—that is, additional—lines or substations or bigger transform- 
ers or additional generating units. 

Taking the operating expenses from the revenues over the 21-year 
period, we have $264 million as the net revenue from operations before 
interest. Relating the $264 million to the average investment that 
was in existence over the 21-year period, it represents an annual return 
of 4 percent on the investment in the power facilities in the TVA 
system. 

Now, the figures to the left show that for the fiscal year 1954 the 
earnings were about 3.2 percent; 1954 was a dry year and we had un- 
usual expenditures in the operation of the marginal steam plants in 
order to supply the requirements. 

I am pleased to report to the committee that the preliminary figures 
for fiscal year 1955 show net revenues before interest in the neighbor- 
hood of $48 million, giving a return on the average investment in the 
fiscal year 1955 of approximately 414 percent. 


gainst operations for 
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Senator Gore. Well, that is good. Is that in large part due to the 
additional precipitation ? 

Mr. WessENAveER. It is due partly to better precipitation in the 
fiscal year 1955, although it was not a very good year. To a greater 
degree it reflects the fact that we have been able to place in operation 
some modern steam stations and to use them to supply some of the 
power that had to come from higher cost sources in previous years. 

Senator Gore. Well, your reservoirs as of now, as of this moment, 
are in better condition than they have been in a long while; is that 
not true? 

Mr. WessENAvER. They are approximately a little better than 
year ago. 

Senator Gore. Well, I thought that we had more rainfall. 

Mr. WesseNAveER. Yes; we had more rainfall in recent months, 
Senator, but in January the reservoirs were much lower than ever 
before, so that we were fortunate to get back to where we were a year 
ago. 

Senator Gore. Oh, but at least we have had a rainy season 

General Vocev. I think I might explain that, although there was 
more rain this year than before, the runoff was below average because 
the ground was so dry that it just absorbed the water—it has taken 
so much more to soak up the ground. 

Senator Gore. I think that is interesting, General. It certainly 
indicates that the soil needed more rain. 

Mr. WeEssENAUER. I believe, Senators, that the investment in the 
power program is best shown on page 5 of the financial report vou 
have before you, if you will refer to it. 

The subsequent tables give a lot of detail and the balance sheet 
for the entire TVA program. We have shown in an abbreviated way 
on page 5 of the financial statement the breakdown of assets of 
the power program as of June 30, 1954. 

Senator Gore. Is that the table the one that begins with the words, 
“Based on the foregoing”? 

Mr. Wessenaver. Yes. 

Senator Gorr. Without objection, that part of page 5 will be in- 
corporated in the record. 

Mr. WessEnaveEr. It might be helpful Senator, if I may so suggest, 
if you put in everything starting on page 4 with the words, “Power 
program assets.” 

Senator Gort. Without objection, that will be done and the entire 
statement will be filed with the clerk of the committee. 

(The statement referred to is as follows :) 


POWER PROGRAM ASSETS 


Power assets at June 30, 1954, total $1,339,634,178, exclusive of general assets 
not segregated by programs and exclusive of construction in progress relating 
to multiple-use facilities at projects for which an allocation of costs to programs 
has not been made. Assets employed in the power program aggregate $1,026,- 
375,122, and the remaining $313,259,056 represents construction and investigations 
in progress. Deducting accumulated net power income of $253,914,245, rents and 
other revenues collected in advance of $970,652, and contributions in aid of con- 
struction of $303,344 from total power assets leaves $1,084,445,937 which is con- 
sidered as derived from United States Treasury funds. Bonds outstanding 
amount to $29 million; the remaining $1,055,445,937 is considered as derived 
from appropriations and property transfers less payments into the genera] fund 
of the United States Treasury from power revenues. 
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Based on the foregoing, power assets and their derivation as of June 30, 1954, 


are summarized as follows: 


Assets: 
Funds held for future use under sec. 26 of the TVA Act $36, 755, 746 
Inventories i 21, 254, 195 


Completed plant 
Less reserves for depreciation 


Total employed in power program _. 
Construction and investigations in progress 
Total 


Derived from Empl 


power program 


oyed in 


$1, 109, 220, 992 
140, 855, 811 


, Construction 


and investiga- 
tions in progress 


— 


968, 365, 181 


, 026, 375, 122 


313, 259, 056 


, 339, 634, 178 


Total 


Appropriations and transfers of property | $822, 273, 752 $298, 231, 204 $1, 120, 504, 956 
Less payments into the general fund of the U. 8. Treas- | 
ury, including $15,000,000 during 1954. ..._.-...---- al 65, 059, 019 65, 059, 019 
Weis 5. 672s ee iid 8 Pe 83 2 757, 214, 733 298, 231, 204 1, 055, 445, 937 
Bonds outstanding: (Issued $65,072,500; retired, $36,072,- 
500, including $5,000,000 during 1954) -- pases si 29, 000, 000 29, 000, 000 
Total U. S. Treasury funds_--___-- : 786, 214, 733 298, 231, 204 1, 084, 445, 937 


Accumulated net income _____- ee Lz | 238 
Rents and other revenues collected in advance 


, 886, 393 
970, 652 


Contributions in aid of construction. --- 


303, 344 


15, 027, 852 


253, 914, 245 
970, 652 
303, 344 


ONE cone senancnee - 5 caine ieced 1, 026, 375, 122 | 313, 259, 056 1, 339, 634, 178 


a 

The average net investment in completed powerplant during the fiscal year 
1954, plus allowances for power inventories, general plant used in the power 
program, and working capital, was approximately $890 million. Net revenue 
from operations for the fiscal year of $28,820,000 represented a return of 3.2 per- 
cent on the average power investment. 

Very truly yours, 
GIFFORD CRUZE, 
Comptroller. 
SEPTEMBER 30, 1954. 


t 


Mr. WesseNAvER. You will note at the top of this table that in the 
asset account we have shown as the completed plant in service, about 
$1,109 million, with a reserve for depreciation of $141 million leaving 
a figure of $968 million as the depreciated book value of all the power 
properties in service as of that date. 

In addition to that, there are inventories of some $21 million. These 
are made up in large part by the coal in stockpiles, and also include 
wire and transformers and other equipment needed in the operation 

.of the system. Adding cash of $36,755,000, there are total assets in 


use of $1,026 million. 
It might be of some interest to indicate how that has changed over 
the period of time. 
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In 1939 the total power assets in service were $94 million. In the 
next year that approximately doubled to $188 million, resulting Pris 
marily from the acquisition of properties of the ¢ ‘ommonwealth & 
Southern and other companies during that fiscal year. 

Then, during the war period from 1940 to 1945, the assets grew to 
about $405 million, or a little more than doubled in the 5-year period 
of the war. 

In the 5-year postwar period between 1945 and 1950 the assets 
increased only about $90 million. 

Since that time, through 1954 the figure has grown to $1,026 million 
and we project it for the end of this fiscal year, that is, to June 30, 1956, 
at about $1,600 million. 

Now, of that increase from $493 million in 1950 to $1,600 million 
in 1956, which is approximately $1,100 million—of that amount, about 
$475 million is accounted for by the additions of facilities to the TVA 
system to meet the requirements of the Atomic Energy Commission 
at Oak Ridge and Paducah—I am talking about the expansion that is 
occurring in that period of time, not their total load—so you see that 
nearly 45 percent of that increase from 1950 to 1956 is accounted for 
by the Federal Government’s own requirements for power in the 
region. 

Senator Gore. Senator Hruska, do you have some questions on the 
financial operation ? 

Senator Hruska. No, thank you; not at this time. 

Mr. WessenaverR. Would you care at this time to cover the pay- 
ments into the Treasury, as long as we are talking about historical 
financial 

Senator Gore. You mean, are you inquiring about the amortization 
requirement in the Federal law ? 

Mr. Wessenaver. That is right. 

Senator Gorr. Yes; give us that. 

Mr. WessenavER. We have reproduced here for the convenience of 
the committee a table which appears in the budget of the United 
States. I think it will serve to report to this committee what has been 
done over the period since 1947 when the repayment provision was 
incorporated in the Government corporations appropriation bill for 
1948. 

The present requirement is that $348,239,240, which was the amount 
of appropriations invested in the power system as of the date the law 

was passed, must be paid by 1988, one- fourth of it in each of the 
successive 10-year periods in that 40-year period. 

That would require that there should be paid by 1958, $87,059,000; 
in 1968, $174 million, and in 1978, $261 million, and in 1988, $348 
million. 

Senator Gore. There being no objection, this table will be placed in 
the record. 
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ScHEDULE C-1.—Repayment of investment in power program under provisions 
of the Government Corporations Appropriation Act, 1948 





| Minimum repayments re- | oth of plant investment | Actual and budgeted pay- 


quired under 1948 law at end of previous year | ments ! 
Fiscal year a a cae Sone Yat ee eee 5 ee ee 
Year Total period Year Total period Year Total period 

1948 $10, 500, 000 $10, 500, 000 | $10, 500, 000 $10, 500, 000 
1949 2, 500, 000 13, 000,000 | = $8, 705, 981 $8, 705, 981 | 5, 500, 000 16, 000, 000 
1950 2, 500, 000 15, 500, 000 8, 705, 981 17, 411, 962 5, 500, 000 | 21, 500, 000 
1951 2, 500, 000 18, 000, 000 | 9, 149, 627 26, 561, 589 | 9, 000, 000 30, 500, 000 
1952 2, 500, 000 20, 500, 000 9, 733, 970 36, 295, 559 | 12, 000, 000 42, 500, 000 
1953 2, 500, 000 23, 000, 000 12, 256, 316 48, 551, 875 15, 000, 000 | 57, 500, 000 
1954 2, 500, 000 | 25, 500, 000 17, 482, 476 66, 034,351 | 20,000, 000 77, 500, 000 
1955 2, 500, 000 28,000,000 | 21, 592, 868 87, 627,219 | 250,000,000 | 2 127, 500, 000 
1956 2, 500, 000 30, 500,000 | 2 31, 424,781 | ? 119,052,000 | 259,000,000 | ? 186, 500, 000 
1958 87,059,810 |__- é . . 
1968 | 174, 119, 620 | 
1978 | 261, 179, 430 | | 
1988 348, 239, 240 |_- 
1990 | 365,985,080 |... __ 
1991 a 389, 358, 811 |. 
1992 490, 252, 655 | 
1993 . 699, 299, 057 |_- 
1994 863, 714, 733 |_- 
1995 2 1, 257, 000, 000 |._...___- 
1996 2 1, 451, 400, 000 | 
1997 2 1, 462, 496, 000 | 
1998 2 1, 472, 346, 000 | 


{ 


‘In addition to repayments under the provisions of the Government C orporations Appropriation Act, 
1948, bond redemptions of $8,572,500 and other repayments of $15,059,019 were made prior to fiscal year 1948. 
2 Estimated. 


Mr. Wessenaver. The law provides that an amount of money equal 
to each additional investment of appropriated funds in power facili- 
ties should be paid into the Treasury within a period of 40 years from 
the time the facilities are in service. So, taking into account the addi- 
tional amounts invested, the third column, marked “Total period,” 
shows the total amounts which are due as of the dates shown in the 
first column. 

The law does not require uniform payments or percentage payments. 
It simply requires that these quantities be paid by those “dates. 

aor simplicity of comparison we have shown os columns marked, 

Voth of plant investment at end of previous year,” to indicate how 
much would be paid each year if we were paying on the average 
of 149th a year, and the column marked “Total period” is an accumula- 
tion to show those amounts to any given date, so that by looking at 
the total column, it would indicate that by the "end of 1956 we should 
pay $119,052,000 to meet an average schedule of % th each year. 

The actual payments are shown in the last two columns on the right, 
the amount in the individual year and in the last column the cumu- 
lative amounts. 

Now, lat: shows that by the end of 1956, if we pay into the Treasury 
the $59 million budgeted for this fiscal year, we will have paid 
$186,500,000 against the average 40-year schedule of $119 million. 

Dropping back 1 year to 1955, we have actually paid $127,500,000 to 
this past June 30. 

Senator Gore. This table shows that as estimated. Is that now 
actual ? 

Mr. Wessenavuer. That is now actual. 

Senator Gore. TVA has paid into the Treasury $127,500,000 ? 
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Mr. WesseNAUER. Since the 1948 amendment. 

Senator Gore. Oh. 

Mr. Wessenaver. There is a footnote which indicates we had paid 
prior to that time an additional $23 million—$8,572,000 on bond 
— ments and $15 million plus into the Treasury. 

, to get the total payments which have been made out of power 
wn vende into the Treasury, you must add to the amount shown in the 
right-hand column the amounts in the footnote, and when you add 
the $23 million you will find that we have paid through fiscal year 
1955 approximately $151 million and adding the $59 million budgeted 
for this year, it would bring it to the total of over $200 million by 
the end of this year. 

It might be of interest to know that is more than was invested in 
the initial power generating units and the parts of the dams and 
reservoirs assigned to power in the following projects: 

Wilson Dam; Norris Dam; Wheeler Dam: Pickwick Dam ; Gunters- 
ville Dam; Chi gre Dam; Hiwassee Dam, and the generating 
and transmission facilities of the Tennessee Electric Power Co. 
acquired in 1939. 

Senator Gore. You mean combined / 

Mr. WEssENAUER. Combined. 

Senator Gore. Viewed in another way, then, the TVA can be said, 
if you wanted to interpret it that way, to have fully repaid the in- 

vestment in the projects } you have just named ? 

Mr. WESSENAUER. That i is right. 

Senator Gore. That is, if you wanted to look at it that way and 

make that interpretation. 
Mr. WessENAUER. If one wanted to make that inte ore ‘tation. 
What I am saying is that the amount of money that has been paid 
into the Treasury “corresponds to the amount advanced by “5 le 
ations and bonds for all those facilities built prior to June 30, 1941. 

Senator Gore. Well now, how have the cooperatives gotten along 
in repaying their loans, I mean the cooperatives which distribute TV A 
power ¢ 

Mr. Wessenaver. I think that you will find, Senator 

Senator Gore. Maybe you are not qualified to answer that. 

Mr. Wessenaver. I can say that the overall operations of the dis- 
tributors of TVA power have been very successful. 

For example, in fiscal year 1954 they had gross receipts—talking 
now of the municipalities and cooperatives together—of over $130 
million. 

They paid as taxes and tax equivalents $5,600,000. 

They paid as operating expenses, including cost of power and de- 
preciation $95 million, bringing their total expenses to $101 million 
which, deducted from their receipts, leaves them about $29,500,000 as 
their net receipts from operations. Thus they have earned on their 
investment of approximately $400 million something close to 8 percent. 

I think as a group they have been very successful. Individually, 
there are variations, of course, some have not done as well as others. 

If the committee is interested, we do have reports which show 
financial statements of each of the 148 distributors. 

Senator Gore. Well, we won't go into it to that extent, I believe, 
Mr. Wessenauer. 

Mr. WeEsseNnaAveER. All right, s 
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I believe, Senator, I neglected to really hit your main question, that 
is, how the cooperatives are doing. 

I would say that the cooperativ es in the Tennessee Valley have the 
outstanding records in the country both in financial performance and 
service to their members. 

Senator Gore. Do you know of any of them that are in default ¢ 

Mr. Wessenaver. I do not believe there are any in default, one per- 
haps is close or 

Senator Gore. In general they are very successful 

Mr. Wessenaver. How is that? 

Senator Gore. In general they are very successful ? 

Mr. WessenavER. Decidedly. 

Senator Gore. Well, I believe you have touched sufficiently on the 
prospective load growth; on the financial structure; on the back- 
ground; the fiscal outlay. 

Is there anything you wish to add, as power manager, to the de- 
scription and discussion of the projected plan of sel f-fin: uvcing? I 
think we have completed the background. 

Senator Hruska, do you think ‘of anything we need to add to the 
background information ¢ 

Senator Hruska. Yes. Nothing has been said about the rate 
charged by you or cost of production per unit in the discussion on a 
comparative basis. Have you anything you could give us in that 
regard / 

Mr. Wessenaver. Yes, Senator. I believe I could give you some- 
thing on that. 

The arrangements which we have with respect to the sale of power 
to municipalities and cooperatives is under a contract under which 
we use a standard wholesale rate schedule which is applicable to all 
of the local distribution agencies. 

That provides us with revenues which average something over 4.25 
mills per kilowatt-hour on the power which is sold to those munici- 
palities and cooperatives. 

The distributors in turn agree in their contract with TVA as to 
the rates under which the power is resold to the ultimate user and 
those rate schedules are much lower than national averages. I could 
give you some comparative figures for, say, 100 kilowatt-hours or 
250 kilowatt-hours of residential use. 

For example, the rate on 100 kilowatt-hours on the standard basic 

rate in the TVA area is $2.50. The average in the United States, as 
shown by the Federal Power Commission ‘for cities of 2,900 popula- 
tion or more, is $3.81 or approximately one-half more than the rate 
in the Tennessee Valley 

A similar comparison applies for 250 kilowatt-hours, where the 
national rate is $7.10 and the basic TVA rate is $5. For 500 kilowatt- 
hours per month the national figure is $10.25 and in the Tennessee 
Valley it is $6.90. 

Now, some of these local distribution agencies have been so success- 
ful that they have been able to reduce ‘their rates below the basic 
TVA rates which I have just quoted. 

Approximately 51 of them have reduced their rates below the basic 

rates, to the order of 10 or 20 percent. 

Senator Hruska. Must they receive the TVA approval for any 
such adjustment in rates that they sell their power for 
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Mr. Wessenaver. The contract provides that the rate is a matter 
of agreement between TVA and the local distribution agency. 

The TVA Act contemplates that the power shall be made available 
widely at the lowest possible rate. That is provided for in the TVA 
contract by the local agency agreeing that if its revenues are more 
than adequate for operating and maintaining its system and for the 
payment of local tax equivalents and debt service on revenue bonds, 
there will be further reductions of rates to the users. 

Of course, in the case of cooperatives, the users are the members 
of the cooperatives and they are the owners; and the municipalities 
in effect. agree to operate the electricity system primarily for the bene- 
tit of the consumers. 

Senator Hruska. Is there anything in the legislation for TVA 
which would charge specific rates to cover certain items ¢ 

Mr. WesseNaver. The basic legislation indicates that the project 
shall be self-supporting and self-liquidating—section 14. 

Senator Hruska. And does that section spell out what must be 
covered ¢ 

Mr. WesseENAvER. It does not spell it out. 

Senator Hruska. That is, what makes it self-supporting and what 
does not 

Mr. WeEssENAUER. It does not spell it out, and you will notice that 
in the proposed amendment we have spelled it out more precisely. 

Senator Hruska. What is the language in the present bill / 

Mr. WesseNnaver. Section 14 of the present TVA Act provides 

part that: 
It is hereby declared to be the policy of this Act that, in order, as soon as prac- 
ticable, to make the power projects self-supporting and self-liquidating, the 
surplus power shall be sold at rates which, in the cpinion of the Board, when 
applied to the normal capacity of the Authority’s power facilities, will produce, 
gross revenues in excess of the cost of production of said power. 

Now, you asked about comparative costs, Senator. We had occa 
sion to make some comparisons of our average cost of operations— 
that of TVA and the local distrubutors in fiscal year 1953—with the 
reports which are contained in the Federal Power Commission reports 
on class A and B utilities for calendar year 1952. 

They show, Senator, that the average production expense in TVA 
was 2.3 mills per kilowatt-hour and the utilities showed a figure of 
4.8 mills per kilowatt-hour. 

Senator Gorr. What are those figures, what do they refer to? 

Mr. WessenAver. This is a comparison of the operation and main- 
tenance expense of the generating stations of the Tennessee Valley, 
with the operating and maintenance expenses of generating stations 
reported by the class A ad B utilities of the United States. 

Senator Gore. And what was that latter figure again, sir? 

Mr. Wessenaver. TVA, 2.3; United States, 4.8. 

For transmission and distribution expense, the figures for the Ten- 
nessee Valley showed 0.9 mills per kilowatt- hour; for the United 
States it is 1.8. 

For customers’ accounting and collection expenses, sales promotion, 
and general expenses, the Tennessee Valley figure was 0.8 mills; for 
the utilities in the United States it was 2 mills per kilowatt-hour. 

The depreciation expense for the Tennessee Valley area was 1.4; 
for the utilities, 1.5. The total of those shows 5.4 mills per kilowatt- 
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hour cost in the Tennessee Valley area as contrasted to 10.1 mills for 
the utilities throughout the United States. 

Senator Hruska. When you say A and B, are those all privately 
owned ? 

Mr. WessenAvER. Yes, sir; all privately owned. A and B indicate 
those of large size. 

Senator Hruska. Is there any breakdown which would take into 
consideration and subtract from each figure the amount actually paid 
in taxes or in lieu of taxes? 

Mr. Wessenaver. All of these figures, Senator, are before taxes, 
the idea being to use comparable cost figures as reported to the FPC 
by each classification account. 

Senator Gore. Any more questions, Senator Hruska ? 

Senator Hruska. That is all for the time being. 

Senator Gore. Mr. Wessenauer, it has been my hope that we might 
finish with you today but since we have gone to such length and also 
since some members of the subcommittee have not had an oppor- 
tunity to examine you, I think we must ask you to come back tomorrow. 

But, I wonder if we might conclude with a general description of 
the self-financing plan which the TVA Board has submitted and be 
ready tomorrow to take up the actual bill and go through it precisely. 

We have already discussed the plan and its comparison with the 
budget plan for some hour or more and I do not think it will be neces- 
sary at all to re-cover that ground, but there are additional features 
of the self-financing plan which should be given at this time. 

Mr. Wessenaver. I would like very much, Senator, to describe the 
plan as it was presented. I think there are some features of it that 
have not been discussed here as yet. Perhaps the simplest way would 
be to follow the report which the TVA staff prepared and submitted 
to the TVA Board which in turn was submitted to the Bureau of 
the Budget as background for TV.A’s recommendation on April 1. 

I have copies of that here. 

Senator Hruska. Mr. Chairman, I would like to make progress and 
take advantage of the witness’ presence here and all that, but I won- 
dered if it would not save time in the long run if we reserved until 
tomorrow morning that description which would serve as a basis 
not only for consideration of the bill but it would help to make it 
intelligible; and also the other members would be here at that time 
tomorrow. 

Senator Gore. I think you have made a valuable suggestion and 
I think well of it. And we will act on it. 

Senator Kerr asked me to call the committee to meet at 9:30 to- 
morrow so if you could be here tomorrow at 9:30, Mr. Wessenauer, 
and be prepared to give a description of the plan and a description 
of its development, then with the other members of the subcommittee 
here, perhaps we could finish with you in a reasonable time. Would 
it be convenient for you to return tomorrow ? 

Senator Hruska. I am wondering, if you don’t mind another inter- 
ruption—was that suggestion on the part of Senator Kerr made prior 
to the time that the Senate agreed to meet at 10: 30 tomorrow morning ? 

Senator Gore. I think that was. 

Senator Hruska. I wonder if that would not make a difference, if 
they are going to be in session, for us to be here for an hour or an 
hour and a half, could we get very far with either end 
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Senator Gorr. Well, those were his instructions in that regard 
well, we will let that take care of itself. 

Senator Hruska. Very well. 

Senator Gore. Then the subcommittee will stand in adjournment 
until 9:30 tomorrow morning. 

(Whereupon at 5:10 p. m., the subcommittee recessed, to reconvene 
tomorrow morning, Friday, July 22, 1955, at 9:30 a. m.) 
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FRIDAY, JULY 22, 1955 


Unrrep Srates SENATE, 
ComMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Controi, Rivers aNd Harsors, 
Wash ington, D.@. 

The subcommittee met, pursuant to recess, at 9:45 a. m., Senator 
Albert Gore presiding. 

Present: Senators Kerr (chairman of the subcommittee), Gore, 
Symington, McNamara, Neuberger, Bush, Cotton, and Hruska. 

Senator Gore (presiding). ‘The committee will come to order. 

Mr. Wessenauer, when we recessed yesterday afternoon, we had 
reached the point w ‘here you had been requested to give a description of 
the self-financing plan. Will you proceed to do so, now, 


FURTHER STATEMENT OF G. 0. WESSENAUER, MANAGER, TVA 
POWER PROGRAM, ACCOMPANIED BY HERBERT VOGEL, CHAIR- 
MAN OF THE BOARD, TVA; JOSEPH C. SWIDLER, GENERAL 
COUNSEL, TVA; AND MILTON S. HEATH, ATTORNEY, TVA 


Mr. Wessenaver. If I may, Senator, I think it would be helpful to 
review the recommendations of the report which accompanied the 
TVA’s submission of the plan to the Bureau of the Budget. 

I have copies of our report here which I would like to use in pre- 
senting this material and perhaps members of the committee would 
like to follow along with the text. 

I would suggest we sart on page 4 with the recommendations, fol- 
lowed in each case by the explanation contained in the report. There 
are 7 recommendations, the first entitled “Use of Appropriations and 
Revenues.” 

RECOMMENDATION 1 


The new financing measures which are proposed would be supplementary to and 
not in substitution for present sources of capital, namely the appropriations 
provided by Congress and the revenues available from power operations. 

Appropriations and power revenues should not be the sole means of 
financing future construction, but it is important that the availability 
of these sources of capital be preserved. The Federal Government can 
borrow money on its own securities at a lower rate of interest than 
TVA would pay on its revenue bonds, and while the difference in the 
cost of money may be relatively small at some times it may be fairly 
large at others. 

In addition to differences in the cost of money, such factors as the 
nature of the facility or the occasion for its construction may make it 
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desirable to finance a particular facility from appropriations. The 
authorization for appropriations does not, of course, commit Congress 
to make appropriations but permits their use in suitable cases. 
Senator Gore. The following recommendation, the sale of bonds by 
TVA, is encompassed in the Kerr bill? 
Mr. Wessenaver. Yes, that and each of the other recommendations, 
with some minor exceptions. 


RECOMMENDATION 2 


The sale of bonds by TVA: 

TVA would be authorized to issue bonds—or notes or other obligations—to 
assist in financing the power system. These bonds would not be guaranteed 
by the Treasury but would be secured by power revenues alone; and interest 
on the bonds would not be exempt from Federal taxes. Such bonds would be 
sold to private investors either by competitive bidding or by negotiation; by 
mutual agreement they might also be sold to the Treasury when that procedure 
would be preferable. 

From discussions with a number of experienced persons, the staff 
has concluded that under the proposed arrangements the TV A revenue 
bonds would have a high rating and would carry an interest rate 
about the same as the highest-rated bonds of the private utilities. 

Such utility bonds have an interest cost at present only one-eighth 
to one-fourth percent higher'than Treasury bonds with a correspond- 
ing length of term. In recent months a probable interest rate would 
have been 314 to 33g percent, and an average for the past 15 years 
would have been less than 3 percent. 

It is anticipated that the lowest cost of money on ‘TVA bonds 
would usually be obtained through competitive bidding, but bidding 
on bond issues of the size required for TV A’s purposes would almost 
certainly be confined to a few large syndicates. In view of the limited 
nature of the competition it is important that TVA be able to sell 
its bonds on a negotiated basis when that course is advantageous. 

Provision is also made for sale of bonds directly to the Treasury 
by mutual agreement. Among other advantages, this provision would 
take care of the possibility that the Treasury might prefer on occasion, 
because of considerations of overall fiscal policy, to acquire TVA’s 
bonds rather than have them sold te the public. 

I might interpose here that the Kerr bill does not include this 
feature which is contained in the TVA recommendation. 

Senator Gore. Is it true that the the two principal differences be- 
tween the Kerr bill and TVA plan are (1) the TVA plan permits the 
Secretary of the Treasury to buy TVA bonds while the Kerr bill does 
not and (2) the TVA plan would make TVA bonds available for 
investment of Government trust funds, such as social-security funds, 
whereas the Kerr bill would not? 

Mr. Wessenaver. Those are the two differences, yes. 

Continuing with the report: A somewhat lower interest rate— 
perhaps one-fourth percent lower—might be obtained if TVA bonds 
carried the Treasury’s guaranty in addition to the pledge of TVA’s 
revenues. 

However, the controlling considerations in issuing bonds guaranteed 
by the Treasury would tend to be those related to the size and man- 
agreement of the Federal budget and the national debt. Financing the 
TVA power system should not depend on such considerations, but 
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rather on the need for power capacity in the area and the feasibility of 
financing it on the security of the system’s earnings. 

Similarly, if interest on TVA bonds were made exempt from Fed- 
eral income taxes a saving of as much as one-half percent in interest 
on the bonds might be achieved. 

However, cack a reduction in interest cost would not represent a 
real saving to the Federal Government because the savings to TVA 
in interest payments would be offset by the loss to the Treasury of 
the income taxes otherwise collectible on the amounts paid as interest. 


RECOMMENDATION 3. USE OF CREDIT OF AGENCIES OF THE TEN NESSEE 
VALLEY REGION 


Senator Gore. Before you leave the bonds section, Senator Bush 
has now come to the committee table and is an eminent authority in 
this field and may, along with other members, have some questions. 

I would like to ask a question before you go further: If the Con- 
gress decides that TVA shall operate principally on a revenue-bond 
yasis, Why would it be necessary to rely in part upon appropriated 
funds? Why couldn't it be entirely done by revenue bonds? 

Mr. WesseNAvER. It is difficult to visualize all the situations that 
might arise in the future, and the proposal would provide the owner, 
namely, the Federal Government, with a variety of choices in raising 
the necessary capital. The authorization to use appropriations would 
be retained, as one possible way capital might be provided in the 
future. 

For example, there could be a large governmental demand for 
power, say, for a defense project, where the urgency, or the uncertainty 
of continued use, of power might be such that it would be more feasi- 
ble to finance the supply by appropriations than to attempt to seek 
revenue bonds as a means of providing the funds for that particular 
installation. 

Senator Gore. Now, when you say “leave flexibility of choice,” that 
choice would be made by the Congress, would it not, and the admin- 
istration ? 

Mr. WesseNnAvER. Yes, sir; the final choice would be theirs. The 
TVA would expect each year to present to the President and to the 
Congress its plans for the coming fiscal year. 

Senator Gore. Would that be a part of the budget ? 

Mr. WessenAvER. That would be a part of the TVA budget presen- 
tation. The budget presentation would include TVA plans and ex- 
pectations with respect to the means of financing the program for 
that year. To the extent that it was recommended that appropria- 
tions be utilized, that recommendation, of course, would have to go 
through the usual procedures and it would depend upon the Congress 
taking affirmative action to provide the necessary appropriations. 

There are other situations besides defense bonds that might make 
appropriations desirable. As another example, there may be the con- 
struction of multipurpose projects which it might be most appro- 
priate to so finance. Or 

Senator Gore. Insofar as retaining the availability and authoriza- 
tion of appropriation, the Kerr bill makes no additions to present 
law. 

Mr. WEssENAUER. That is correct. 
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Senator Gore. The authorization in the TVA Act would remain 
unchanged so that if Congress desired to make appropriations, it 
could do so without further authorization ? 

Mr. WesseNnaver. That is correct. 

Senator Gore. Merely through the act of enacting an appropriation 
bill. 

Mr. Wessenaver. The Kerr bill and all the suggested bills, in 
effect, propose additions to the present means of financing, rather than 
substitution for them. 

Senator Gore. Under this plan, is it envisaged that the principal 
new generating capacity to be added to the TVA down through the 
years, other than some unforeseen national-defense emergency, would 
be financed through the sale of revenue bonds / 

Mr. Wessenaver. At the present time it appears that that would 
be the probable route of most of the financing, yes, sir. 

Senator Gore. Is that not inherent in the provisions of the Kerr 
bill? 

Maybe I should not refer to what is inherent in a bill. That may 
not be good language. 

Mr. Wessenaver. Let me respond this way, Senator. The Kerr 
bill and the TVA recommendations and the Bureau of the Budget 
suggestions all contemplate that to the present method of financing, 
namely , appropriations and use of earnings, there would be added the 
provision for obtaining capital through the sale of revenue bonds 
and the possibility of the use of credit of agencies in the region through 
lease or lease-purchase by TVA of facilities which they might provide. 

Those two additional routes, added to the two that now exists, would 
provide the owner of the property a choice of one of the four alterna- 
tives as of any given time. 

Now, I believe the recommendation and the discussion of it has 
been in terms that the primary reliance would be upon the use of 
revenue bonds. 

Senator Gore. I will ask one question on revenue bonds, Mr. Chair- 
man, and then I will desist. 

You have said that it is contemplated that each year the TVA 
would submit to the President and to the Congress, and in turn the 
President would submit in his budget to the Congress, the TVA plans 
under the revenue-bond authorization, if that is granted. That would 
be subject to review by the Congress, and also subject to disapproval, 
subject to whatever action the Congress might wish to take. 

In order of amounts what would you envision as being the probable 
yearly need during the next 5 or 6 years of expansion of TV A’s gen- 
erating capacity to meet the needs of the service area depicted on the 
map here ? 

Mr. Wessenaver. Our estimates indicate that we would need some- 
where in the neighborhood of 750, 000 kilowatts of new capacity a year, 
and that would ‘cost roughly $150 million per year. Under the plan 
as we propose it in the early years it would appear that perhaps cur- 
rent revenues would provide close to half of that and the balance 
would have to be raised by bonds or otherwise. 

Senator Gore. Do you mean it is anticipated that your net profits 
above the requirements in the Kerr bill for annual dividends to the 
Treasury would be of the order of $75 million per year? 
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Mr. Wessenaver. It would vary from year to year, but the avail 
able cash from remaining earnings and depreciation charges would 
be close to that as an average figure. 

Senator Gore. What are your anticipated net profits for the current 
fiscal year ¢ 

Mr. oenran ER. I could give you a little better information on 
the last fiscal y 

Senator aa v ery well. 

Mr. Wessenaver. Our net earnings for the fiscal year just ended, 
based on preliminary financial statements, were in the neighborhood 
of $48 million. 

Senator Gore. That is after depreciation ¢ 

Mr. Wessenaver. That is after depreciation. Of course, the de- 
preciation funds will be available for reinvestment or for the pay 
ments into the Treasury. They would add perhaps another $30 mil 
lion so there would be a total of cash available in the neighborhood of 
$78 million for reinvestment and payments tothe Treasury. 

Senator Gore. Then it is expected TVA could finance approxi 
mately one-half of the expansion in a reasonably foreseeable period, 
from net revenues / 

Mr. Wessenaver. Based on the plan that TVA recommended. Of 
course, that is a rough figure, Senator, because earnings will vary from 
vear to veal 

Senator NevBerGer. I wanted to ask this question because I have 
another committee meeting to go to. You will have to pardon my 
ignorance on this. I eople i in my area are quite concerned about this. 
I come from the Northwest and they have many prob lems in power. 

I have a letter from the executive secretary of the Pacific Northwest 
Power Association. Thisis what lam gettingat: Hesays: 

S. 2373, H. R. 6575, and H. R. 6576 are fairly good bills, but H. R. 6770 is a 
bad bill 
and then he goes on at length to discuss them. I will not do that 
here, but I would like to submit his letter for the record. 


Senator Gore (presiding). Without objection, it will be included 
in the record. 
(The letter referred to follows :) 


NORTHWEST PUBLIC POWER ASSOCIATION, IN¢ 
Vancouver, Wash., July 19, 1955. 
Re TVA self-financing. 
Senator Roperr S. Kerr, 
Chairman, Flood Control, Rivers and Harbors Subcommittee, 
Senate Public Works Committee, 
Senate Office Building, Washington, D. ¢ 

DEAR SENATOR Kerr: People in the Pacific Northwest are greatly concerned 
in the bills providing for TVA self-financing as a precedent for the Columbia 
River area 

The Northwest Public Power Association consists of consumer-owned electric 
systems serving about 1,750,000 people in Alaska, Montana, Idaho, Oregon, and 
Washington. While the association has no resolutions for or against these TVA 
self-financing bills, we do have resolutions favoring a similar financing approach 
for the Columbia River Basin. 

As a result of an April 1, 1954, resolution of the association, I prepared three 
drafts of legislation to create the Columbia River Development Corporation. The 
third draft of March 1955, is enclosed een: with an explanatory news release 
on page 1, and historical notes on page 8. Since this draft has not yet been 
made a public document, may I suggest that it be printed as part of your hearings 
record? We are continuing our study of comments and suggestions from our 








98 TENNESSEE VALLEY AUTHORITY FINANCING 


member utilities with a view to incorporating them in the fourth draft which 
should be available the end of 1955. Especially we hope to learn much from 
your hearings. 

Our bill provides for a Federal corporation entitled “the Columbia River Devel- 
opment Corporation” to succeed to the Bonneville Power Administration and 
then issue electric bonds for financing future power facilities, including dams, 
steam plants, and transmission lines. 

With the qualification that these views are my own and are tentative, my 
comments are as follows: 

1. H. R. 6770 is a bad bill. Furthermore the suggestions and comments of the 
Bureau of the Budget are generally not constructive. I think they are a down- 
right mockery. The objective of the Budget Bureau seems to be the destruction 
or withering away of the Tennessee Valley Authority. 

2. Our broad objectives or criteria for a plan of self-financing are: 

(a) Adequate funds available promptly and with certainty as needed to meet 
the public demand for electric service. 

(b) Maximum responsiveness of the agency to the needs and desires of con- 
sumers, consistent with the national interest. 

(c) Lowest possible rate of interest, ideally “the average rate of interest on 
outstanding marketable securities of the United States Treasury.” 

3. S. 2373, H. R. 6575, and H. R. 6576 are fairly good bills. I figure, however, 
that under these bills TVA will be required to pay on the order of 344 percent 
interest at a time when the average cost of money to the Government is around 
2% percent. It seems to be the above objectives are ideally achieved when the 
agency is able to obtain sufficient funds as needed and at the lowest interest 
rates. 

In order to insure a strong pressure toward low interest rates, I would favor 
(a) that Congress guarantee the interest on TVA bonds just as is done on bonds 
issued by housing authorities, and (b) that the Secretary of the Treasury be 
authorized and directed to purchase TVA bonds just as he now purchases certain 
bonds of housing authorities. 

An additional item which may be of interest to you is the enclosed editorial 
entitled “TVA Bond Proposal Affects Northwest.” It is requested that this article 
may also be placed in the hearing record as part of our testimony. 

Sincerely, 
Gus Norwoop, 
Executive Secretary. 


(From the Pacific Northwest Public Power Bulletin, May 1955] 
TVA Bonp PROPOSAL AFFECT NORTHWEST 
(By Gus Norwood) 


The Tennessee Valley Authority in an important 13-page news release April 5 
announced a proposal for broadening its sources of capital for electric-plant 
investment. 

In addition to the use of its earnings and congressional appropriations, TVA 
proposes that Congress permit it to issue electric-revenue bonds either in the 
open market or to the United States Treasury. 

This development will be watched with keen interest by Northwest power 
leaders as a testing ground for the highly similar ideas of the Columbia River 
Development Corporation bill. 

The amount of bonds to be issued would be determined by the need for new 
facilities, it was pointed out. Probable interest rate would be 3% to 34 percent. 


NEW PAYOUT BASIS 


Secondly, TVA suggests that its present obligations to the United States 
Treasury be repaid together with payments or dividends in lieu of interest at 
“the Treasury’s average cost of money on marketable obligations.” This would 
be a modification of the former TVA “equity financing” concept to make it 
similar to the “Federal loan” concept with its interest requirement such as 
BPA and REA have long used. 

TVA’s new borrower-lender relationship to the Treasury would also abolish 
the unfair 40-year repayment period. Instead TVA would be authorized to 
repay the Federal net investment on a normal depreciation basis over the useful 
life of the facilities or in the alternative such depreciation accurals must be 
invested in new plants. In either case the integrity of the Federal investment 
is assured. 
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This policy is substantially similar to the plan advocated in an NWPPA 
resolution of February 12, 1954, which reads as follows: “That the basis of 
payout schedules be the reasonable life of the project and that the investment 
be amortized over such period.” 


FAIR INTEREST RATES 


On the same date the NWPPA Board of Trustees adopted a resolution on 
fair interest rates identical to the policy now urged by TVA. The NWI’PA 
resolution reads: “The interest rate be the average cost of money to the Govern 
ment as recomputed every 5 years.” 

This means that the FPC policy as used in the McNary cost allocation case 
should be abandoned. FPC arbitrarily decided to force Pacific Northwest elec- 
tric users to pay rates based on the theory that funds for the building of McNary 
Dam came exclusively from the issuance of long-term Federal bonds whereas 
in actual practice the Federal Government continuously uses numerous types of 
both long-term and short-term notes, bonds and certificates as means of raising 
money. The TVA and NWPPA proposal is that interest should be charged at 
the actual cost to the United States Treasury. 


PRESIDENT CUTS TVA BUDGET 


The TVA proposal is the outgrowth of President Eisenhower's January 17 
budget message which slashed TVA money requests by 77 percent and supported 
the Dixon-Yates deal. The President also announced he would ask Congress 
“to provide that an adequate rate of interest be paid to the Treasury” based on 
the appropriations the Government has invested in TVA power facilities, 
Finally, he stated TVA is now “giving immediate attention to the possibilities 
of financing further expansion of its power systems by means other than Federal 
appropriations.” 

ROCKY REACH PATTERN 


The new TVA financing plan also requests authority for TVA to enter into 
contracts with local agencies, such as the city of Memphis or the State of 
Tennessee, to let them use their credit to construct power facilities and have 
TVA buy the power, or lease the plant with or without provision for ultimate 
transfer of title to TVA. 

BOND FEATURES 


Interest payments on the proposed TVA bonds would not be exempt from 
Federal income taxes. 

The Federal Government would not guarantee the interest or principal on the 
bonds. The new release estimates that the lack of a Federal guaranty would 
increase the interest rate about one-fourth of 1 percent. 


INCONSISTENCY 


This brings us to the question: Why pay the extra one-fourth percent interest? 
The answer is given that if the bonds are guaranteed then they must be con- 
sidered to be part of the national debt. 

On the other hand the news release contains this statement: “Bonds sold to 
the public by TVA would not be a part of the national debt, since they would 
not be guaranteed by the Treasury. Likewise, the construction of facilities 
with the proceeds of revenue bonds should not affect the measure of a Federal 
budget deficit or surplus. The amount of any TVA bonds held by the Treasury 
being fully supported by revenues, should likewise be deducted from the total of 
outstanding public debt obligations in relating them to the debt limit.” 

Here is an inconsistency. If in the latter case the United States Treasury 
issues its own guaranteed Federal bonds and with the resulting funds buys TVA 
revenue bonds and then says its original Federal bonds are not part of the debt, 
why then cannot the Treasury guarantee the TVA bonds in the first place and 
thus also omit such TVA bonds as part of the national debt? 


NET NATIONAL DEBT 


The Columbia River Development Corporation bill aims at the lowest possible 
interest rate for the CRDC bonds by using the Federal guaranty. The problem 
of not counting such bonds as part of the national debt is merely one of correcting 
language deficiencies in existing law. There is no logic in counting REA loans, 
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Bonneville Dam or any other strictly self-liquidating investment as part of the 
national debt. Instead of the present “gross” national debt basis, the Congress 
should consider use of a “net” national debt limit whereby any Federal bonds 
used for financing strictly self-liquidating activities would not be included under 
the “net national debt.” 


CAPITAL BUDGETING 


This concept of a net national debt is the core of the principle of capital budget- 
ing whereby such self-liquidating investments are segregated from tax-supported 
expenses. 

The Hoover Commission in 1949 and a great many budgetary students have 
urged the use of capital budgeting as now required by Federal regulatory agencies 
and the Bureau of Internal Revenue for all private corporations. 


NORTHWEST STAKE IN TVA PLAN 


The TVA plan has been submitted to the Bureau of the Budget but as of this 
writing has not yet been approved. It will be worth watching. 

Senator Neusercer. What is the essential difference between 8. 
2373, which is the Kerr bill which he says is a fairly good bill, and 
H. R. 6770, which the people in my region find objections to ¢ 

Mr. Wessenaver. There are a number of changes between H. R. 
6770, which embodies the Budget’s recommendations, and the other 
bills. They fall in two major categories. First, H. R. 6770 contains 
more rigid requirements or financial obligations on the system for 
payments into the Treasury; and in the second place, there are more 
administrative complexities than under the other bills. 

Senator Neusercer. Just one other question, Mr. Chairman, if I 
may. 

Has the Board of the Tennessee Valley Authority taken any stand 
on these different bills? 

Mr. Wessenaver. Well, the Tennessee Valley Board made a rec- 
ommendation to the Bureau of the Budget. Those recommendations 
from which I was reading a moment ago, are completely incorporated 
in S. 2873—the Kerr bill—except for two particulars. Two of the 
House bills, H. R. 

Senator Gore. Right there, will you name the 2 particulars, or the 
2 instances in which the Kerr bill does not contain the provisions 
recommended in the TVA plan? 

Mr. Wessenaver. The two particulars are these: The TVA plan 
contemplated, Senator, that the Secretary of the Treasury would be 
able to purchase TVA bonds. It would be optional on his part and 
not a requirement. It also provided that the TVA bonds might be 
purchased by trust funds like the social security fund, et cetera. 

Those two provisions are not incorporated in Senator Kerr’s bill. 

Now, I should complete this, Senator, by saying that the Bureau of 
the Budget recommendations for changes in the TVA plan are incor- 
porated in H. R. 6770. The TVA Board was unanimous in its view 
with respect to its initial submission of the TVA plan. I believe the 
views of the Board with respect to the revisions suggested by the 
Budget are contained in the letter which was sent to Senator Chavez 
and was placed in the record at the beginning of the hearings. 

Senator Neupercer. The reason the people in my area are so inter- 
ested in this, with the slowing down of the Federal program or the 
vital stopping of it there has been a proposal for a regional power 
operation in the Pacific Northwest which would be financed by bonds 
which would be floated by the corporation. I just wanted to explain 











oe nee eR a nn il et er SANTA Matas a me 





ANS AEN eS aR tt nO eal lon heli Rc 





TENNESSEE VALLEY AUTHORITY FINANCING LO] 


why there is such interest in these bills becaus there are certain paralle! 
situations. 

That is all. 

Senator Hruska. Wasn't there another difference you pointed out 
yesterday with reference to the Government Corporations Control Act 
obtaining in the one instance and not in the other ? 

Mr. Wessenavuer. Senator Hruska, I believe I was comparing what 
was left out of the TVA plan in Senator Kerr’s bill. That was not one 
of those differences. 

Senator Hruska. You pointed out a difference between the Kerr 
bill and the recommendations of the Bureau of the Budget which 
included among other things the fact that there were more administra- 
tive procedures under the Bureau of the Budget, including the Gov- 
ernment Corporation Control Act, and its applicability in the one 
instance and not in the other, and you didn’t mention that this 
morning. 

Senator Gore. He was describing, Senator Hruska, I believe, the 
difference between the TVA plan, and the Kerr bill as of that moment. 
He was later coming, I believe, in answer to Senator Neuberger, to the 
difference between the House bill which incorporates the budget plan, 
and the TVA plan. 

If you are ready now to give the differences, Mr. Wessenauer, be 
tween those, certainly the point that Senator Hruska makes is good. 

Mr. WessenAteER. Yes; I pointed out the two groups of differences 
between the suggestions of the Bureau of the Budget which are con- 
tained in H. R. 6770 and the Kerr bill. One group has to do with 
a more rigid financial obligation on the system with respect to pay- 
ments into the Treasury. The other group has to do with more 
stringent administrative procedures. 

Senator Gorr. Senator Neuberger has asked you to give the dif- 
ferences between these two bills. You s: ay they fall into two groups. 
Now, will you proceed to state how those two groups differ 

Mr. Wessenaver. With respect to the more rigid financial require- 
ments or obligations, the Kerr bill contemplates that there will be 
paid into the Treasury each year a return, or a dividend, on the 
investment which has been made in the TVA power system through 
the appropriations heretofore or in the future advanced for that 
purpose. 

Senator Gore. Now, what is that annual dividend or return on 
investment to be under the Kerr bill ? 

Mr. WessenAveER. It would be calculated by applying to that invest- 
ment the average cost of money to the Government on all its market- 
able oblig: ations. 

Senator Busn. Retroactively ? 

Mr. WessENAvER. Beginning with the adoption of the plan, sir. 
That would be approximately most recent figures I have 
seen, something a little over 2 einnsiel applied to that investment. 

Senator, your question referred to retroactive investment or previ- 
ous investment ? 

Senator Busn. That is what I meant. 

Mr. WessENAvER. It would apply to all the investment made to 
date, Senator. 
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Senator Busu. On that point they would start to pay the return 
on the depreciated value, would they not, or would they take the gross 
investment over that period ? 

Mr. Wessenaver. There would be ascertained the net amount of 
money which had been advanced to the TVA through appropriations 
for the construction of power facilities which had not been returned 
to the Treasury. That would be the amount as of any time. 

Senator Gore. That is under the Kerr bill? 

Mr. WessenaveERr. That is under the Kerr bill. 

Senator Gore. All right. 

Mr. WessENAvER. The budget’s suggestions would make that return 
somewhat larger by using the average cost of those marketable obli- 
gations of the Government with a term of 15 years or longer. 

Senator Gore. How much difference would that make? 

Mr. WessenAvER. The last figures I have seen would probably be 
in the neighborhood of 25g—between 25 and 234—as contrasted with 
a little over 2 percent. 

Senator Gore. The difference being something near 1 percent per 
year; maybe not that much. 

Senator Busw. Maybe a half, according to his statement. 

Mr. WessENAUER. It would be a half or perhaps a little more. 

Senator Gore. Between a half and 1 percent ? 

Senator BusH. No. He said re rcak it would be 2 percent-plus, 
under the Kerr bill. If that is 214, that compares with the figures he 
has just given you of 25 to 34. It would be a half or five-eighths. 

Mr. WEssENAUER. I think it would be a little nearer to five-eighths 
because by two-plus I mean about two-point-or-something. 

Senator BusH. I presume the reason the budget takes the 15-year 
thing is because utility financing is done on a long-term basis, because 
practically all of it goes into long-term assets; is that right? 

Mr. WessenaAveEr. I think it would be along the lines that this is a 
long-term facility and for that reason perhaps they suggested the 
longer term issues. 

Senator Busu. That seems to be a good reason for it because you do 
not finance a utility plan on a 5-year basis or even a 10-year basis. 
More normally, utilities are financed on a 30-year basis or 40 years, 
even. So it seems to me that 15 years is a very conservative figure. 
They might have even taken more—20 or 25. 

Mr. Wessenaver. I would like to comment on that if I might, Sen- 
ator. 

Actually, during the period of time when most of the money was 
appropriated, there were no long-term issues of the Government. So, 
if you contemplate the money obtained during those periods when 
there were no long-term issues, it is clear that much of the appropria- 
tion investment in TVA was financed by short-term borrowing. 
Whether the Government raises money by long-term or short-term 
issues seems to me to have more to do with the management of the 
public debt than with whether it is invested in TV A’s projects or used 
for other purposes. 

Senator Busw. I am glad you mentioned that. I think I missed the 
point, there. 

The point is that the 2-percent figure, or the 2 percent-plus figure 
that the Kerr bill comes out with, is a result of calculating what the 
Government actually paid for money over a period of time? 
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Mr. Wessenaver. Well, sir, each year the payment would vary de- 
vending on what that average turns out to be. In other words, if 
in 1 fiscal year it was 2.06, say, and if the next year it is 2.15, it would 
be based on 2.15 for the next year. 

Senator Busu. It is a gross interest cost on a percentage basis to 
the Government, in each year, and then averaged, 

Mr. WessENAvER. That is right. 

Senator Busy. Although during those years the Government was 
paying much more interest, let us say, or paying interest on many 
more short-term obligations than long-term obligations. 

Is that right? So it held the interest rate down more to short-term 
obligations than long-term obligations. 

Mr. Wessenaver. That is correct. 

Senator Busu. That seems to me to be a little bit faulty, because a 
utility bond is normally not a short-term obligation. 

Senator Gore. The return of which we speak, here, is not a return 
on a utility bond. It is a return, or an annual dividend on the Gov- 
ernment’s investment, already made, in the TVA. As I understand 
Mr. Wessenauer, the TVA plan is to give to the Government an annual 
dividend—a minimum annual dividend—equal to the average cost of 
money to the Government, thus making whole the Government annual- 
ly, that there will not be an interest loss on the investment in TVA. 
Is that correct ? 

Senator Busu. In other words, he is restoring what they put in, so 
to speak ¢ 

Senator Gore (continuing). At the same time retiring the revenue 
bonds with interest, and as the debt is retired, the Government has an 
increasingly valuable asset—an asset that has an increasing earning 
capacity. 

Is that briefly correct, Mr. Wessenauer ? 

Mr. WessENAUER. Yes, sir; that is correct. 

Senator Busn. I thank the chairman for clearing that up. I think 
I was on a little bit of a tangent there, myself. 

Senator Gore. I do not think the Senator is ever on a tangent in this 
financial field. I am likely to get caught in a maze, at any time. 

Senator Neupercer. Has the TVA worked out what the impact 
there would be on wholesale power rates—you only sell power whole- 
sale; is that correct ? 

Mr. Wessenaver. That is correct. 

Senator NreusperGer. Whatever impact there would be on whole- 
sale power rates for each quarter of a percent or half percent increase 
in the interest rate—has there been any study made of that, so the 
committee would have some understanding of what this increase in 
the interest rate would mean on the whole purpose of the TVA 
program ¢ 

Mr. Wessenaver. We have not undertaken an analysis in that 
form, Senator. I should say that we, in looking at this question, be- 
heve that the present margin that we have, with earnings in the 
neighborhood of 4 percent, would be adequate to make possible the 
financing by the means recommended in the Kerr bill, without chang- 
ing the rates. 

Senator Neupercer. If the Kerr bill were enacted, you believe the 
wholesale power rate could remain as it is? 

Mr. Wessenaver. Considering that factor alone, yes, sir. 
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Senator Neupercer. That factor would not have an impact on the 
rates ¢ 

Mr. Wessenaver. It would not require a change in the rates. 

Senator Neupercer. Thank you. 

Senator Gorr. But is it not true that the Kerr bill contains a pro- 
vision which requires the TVA to fix its rate structure at such a level 
to meet the requirements of (1) the annual dividend to the Treasury, 
(2) the retirement of the revenue bonds, and (3) the payment of 
interest thereon ? 

Mr. Wessenaver. Oh, yes, sir; and, of course, when we issue reve- 
nue bonds, TVA would also have a covenant with the bond purchasers 
that we would maintain rates adequate to take care of the debt service 
on the bonds. One of the provisions of the Kerr bill and all the 
other proposed bills would make it clear that TVA has authority to 
enter into those covenants. ° 

Senator Gore. So, even though you do not now envision the re- 
quirement, or you do not now think there would be a requirement 
under the Kerr bill that the rate structure be increased, there is the 
requirement written into the law which would also be supplemented 
by your covenant with the bondholders, in the event that became 
necessary to meet the requirements ? 

Mr. Wessenaver. That is written into the bill and perhaps I should 
have qualified my answer to Senator Neuberger by saying that it was 
based on what recent costs of money would indicate to be the cost 
at which TVA could issue revenue bonds. Obviously if bond interest 

rates rose materially, that would have an effect, but based on present 
interest levels, we do not believe that the Kerr bill and its provisions 
will require a change in rates. 

Senator Neupercer. I am not quite so versed in this financial field 
as is Senator Bush, but there is the thing. The Oregonian, for ex- 
ample, who is supporting the power partnership out in ‘the Northwest, 
recently had an editorial discussing the John Day bill, admitted 
that just because there would be a slight i increase in the interest rates, 
which would be paid for the money to build the John D: ay Dam under 
the partnership, they admitted there would have to be a substantial 
increase in the power rates—the power produced at the John Day 
Dam, over and above the existing Bonneville rate. I just wondered 
what effect this would have on the TV A rates. 

I have been amazed to learn the effect just a quarter or a half 
percent increase can have upon the rate at which power is sold in 
a project. Even at the wholesale rate which is, of course, much lower 
than that which the consumer pays. 

Mr. Wessenaver. One factor, Senator, is that in a hydro project, 
with a high capital investment, most of the annual cost is represented 
by the fixed charges. Operating and maintenance costs are relatively 
very small in a hydro project, so for a hydro project, variations in 
fixed charges resulting we variations in cost of money, would more 
materially. affect the overall cost than for steam power. 

Where we have steam power, a large part of the cost is for the fuel 
burned, and interest cost has less of an impact. 

I cannot speak with detailed knowledge of the Northwest situation 
and I won’t presume to. As for our situation I would like to point 
out that we have tried, in the rates which are already established, to 

earn a return which averages about 4 percent after depreciation. 
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Therefore, we already have some margin—if out of the 4 percent you 
pay 2 or 3 percent for money, on the average, you can see that that in 
itself would not necessarily cause a raise in rates. 

Now, we recognize that in issuing revenue bonds there may be coven- 
ants with respect to margins of extra earnings, or reserves that must 
be available at all times, that must be taken into account, but our 
present judgment is that the present level of rates would not have to 
change as a result of this proposal. 

Senator Gore. In order that we may stay on the track, you were 
in the process of describing, in response to questions from Senator 
Neuberger, the principal differences between the TVA self-financing 
plan, and the Bureau of the Budget revisions thereof. 

Mr. Wessenaver. Yes, I believe I was, and we had reached the 
point of saving there would be another five elghths of a percent 
more interest paid to the Treasury, based on the present figures. 

In addition, the Bureau of the Budget proposed that TVA pay into 
the Treasury each year the amount of money which is set aside for 
depreciation on facilities which had been financed by the use of ap- 
propriations. So that would call for roughly another 2 or 214 percent 
of the appropriation investment to be paid into the Treasury on that 
account. 

Those are the principal changes suggested by the budget, or addi 
tional fixed financial obligations, as far as payments to the Treasury 
are concerned. 

Senator Gore. To point that up, do you mean that the Kerr bill 
would permit the TVA to operate as any business does, to use its 
depreciation allowance for replacement, thus maintaining the value 
of the property ‘ 

Mr. Wessenaver. That is correct. 

Senator Gore. And the budget revision of the plan would require 
that this amount allowed for depreciation would be paid directly into 
the Treasury ! 

Mr. Wessenaver. Yes, on that part of the depreciation that pertains 
to the facilities that were financed by appropriated funds. 

The difficulty I see with paying in the depreciation funds is that 
with a growing business, the owner really ought to be building up his 
equity rather than reducing it, which in effect is what those payments 
would be doing. Therefore we believe that there ought not to be 
large fixed withdrawals of cash by the owner, in addition to his 
dividends 

Senator Busn. How would it be reducing the equity position if it 
simply paid back the money advanced? It would be a t like retiring 
debt; would it not? I would think you would be building up the 
equity position by paying back to the Government its advances, just 
as though they had been loans. Then the Government would own 
the property and would not have any investment in it. That would 
be increasing its equity, it seems to me. 

Mr. WessenaAver. Let me go back, Senator, to the figures on our 
annual requirement for expansion. If that is $150 million, and if 
vou require payments into the Treasury which reduce the equity which 
the Government has acquired by buying stock, if you want to look at 
appropriations as being that—— 

Senator Gore. Do you mean reduce equity or reduce capital invest- 
ment ¢ 
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_ Mr. Wessenaver. I would say reduce the amount the owner put 
in It. 

It seems to me what you are saying is, take out of the earnings, 
$40 million more each year—the owner takes that money out of the 
business in addition to a return reimbursing his interest costs, but in 
order to expand his business he must borrow that much more. In 
effect, he is building up his bond indebtedness as a result of being 
required to reduct his equity position. 

Senator Busn. There is no difference in that and any other public- 
utility operation. They constantly retire debt and put on new debt, 
in the same year. 

Mr. Wessenaver. I believe that is true, Senator, with respect to 
bonds. They retire the bonds and put out new bonds. But they do 
not issue bonds to replace the common stock. 

Senator Busn. That is right, as far as the common stock is con- 
cerned. Really, what is separating our views is how you regard the 
Government’s original appropriations invested in the TVA. 

Now, if you regard them as common-stock investment, then no pay- 
back should be expected, at any time. If you regard them as an ad- 
vance which should be taken care of and returned to the taxpayers, 
then they are more like a debt; is that correct ? 

Mr. Wessenaver. That is correct, Senator, and I am saying that 
since the Government is the owner and manager of the system, his 
investment must be more in the nature of a stock position than of a 
bond position. 

Senator Gore. In other words, this cannot be regarded as a loan, 
because the Government, as contrasted to irrigation and reclamation 
projects, is in no way ever divested from its ownership of this opera- 
ing utility, which in the last fiscal year had a net earning of $48 
million. So it would seem in the interests of the owners of the TVA 
to maintain it at maximum efficiency and increase the earning capacity, 
because all of the earnings belong to its owners; the people whom we 
represent. 

Senator Hruska. Of course, you get into basic and fundamental 
philosophy there; do you not? 

If you consider the Government the owner, that is true. But inas- 
much as this territory here serves only a segment or a part of the 165 
million people in America and who furnish this money, if you sep- 
arate that segment of the population from the population as a whole, 
I can see where there would be some justice and some equity to view 
this $800 million as an advancement by all of the people to a small 
portion of the people. And therefore, in order to achieve equity in 
the larger sense, there should be a repayment of those moneys to 
the common treasury, and to put this thing on an independent basis, 
on a corporation basis, as an entity of itself. 

Now, is that not the basic difference? You cannot quite subscribe 
to that. You say the owner is the Government and therefore we do 
not have to owe ourselves anything. We own the property. 

Mr. Wessenaver. It seems to me, Senator, the test is the question 
of who has the control. If you say someone in that region is to have 
that control and get those earnings, then I would agree that would 
make the Federal appropriations a loan. But I do not believe that 
isthesituation. As long as the Federal Government and the Congress 





‘ 
i 
¥ 
/ 
5 
2 
: 
3 


<rorttrd 4. 


ee ean 


tole 


cnt aet ie 





Onin AEE ee wha bebe mins 





TENNESSEE VALLEY AUTHORITY FINANCING 107 


and the TVA Board exercise management and control, it seems to 
me you have a different situation. 

Senator Hruska. I would be perfectly willing personally to make 
a sharp and separate divorcement and separation and put them on 
their own feet, because then the picture would be clear. This way, 
it is neither fish nor fowl. You want revenue bonds to be sold and 
the power to sell them, but you do not want to wean yourself away 
from the appropriations sources for money, don’t you ‘see? So it is 
neither fish nor fowl as it is. 

Mr. Wessenaver. I do not think I quite agree with that, 

It seems to me, Senator, that the use of epiialiaiiees as it is 
visualized in this plan, simply would be equivalent to the owner 
choosing at some time to increase his equity by buying some more 
stock. That is a choice that ought to be left to him. Whether he 
does it or not is a choice he makes at the time. 

Senator Hruska. That is begging the question because you revert 
right back to that stock idea with which I cannot quite agree. I do 
not think it is stock. I think it isa loan. The view I express now I 
would say construes it as a loan. 

Mr. Wessenaver. There is one other point that I might recall to 
you and that is, as I pointed out yesterday, that half of this power 
goes to a governmental purpose. In other words, half the power is 
now being used by the AEC facilities and other Government estab- 
lishments, so I am not sure that the Federal Government would want 
to divorce itself from its interest in this project. 

Senator Hruska. Why not? It buys tremendous supplies of elec- 
trical energy from other corpor ations; Does it not? ITs energy any 
more or less energy because it is supplied by TVA than it would be if 
supplied by any other company ¢ 

Mr. WEssENAUER. I recognize that, but I am saying that you have 
this situation here which you might want to take into account. 

Senator Busn. I think Senator Hruska has pointed that up very 
well and if I understand him correctly, he regards the Government as 
the owner but the taxpayers advance the money, and you separate the 
two, really, in his philosophy. At least, I interpret it that way, and 
I think that is very sound. The Government, on behalf of all the 
people takes money from them, invests it in the plant and then through 
the process of depreciation, that should be returned to them over a 
period of years. But the Government still owns the property. That 
is the way it works in any operation. But you've got to separate the 
taxpayers from the Government to see the truth in this situation, it 
seems to me. 

Senator Corron. Is it not a fact that the Corporation Control Act 
recognizes this as a loan by the very fact that it provides for repay- 
ment ? 

Mr. WEssENAUER. I believe you are referring, Senator, to the Gov- 
ernment Corporations Appropriations Act of 1948, which sets out a 
requirement that TVA pay to the Treasury, over a period of 40 years 
amounts equal to the amount of money which has been advanced to 
construct a given facility through appropriations. 

Senator Gore. I would like to point out there to my colleagues that 
there is this basic difference in the present TV A amortization pli in, and 
that of, say, a reclamation project out west of you, Senator Hruska. 

The reclamation project is treated as a loan. When that loan is re- 
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paid, the utility becomes the property of the reclamation district. In 
this case, TVA is a wholly Government-owned corporation. The cor- 
poration owns and operates the TVA when the investment is repaid 
under the present plan. There is no divestment of ownership whatso- 
ever. Nor is there any such action contemplated in any of the pro- 
posals before the committee. In that way, it differs. 

In the case of flood control, there is never any return to the Govern- 
ment, so the whole people, the taxpayers, make advancements, make 
investments—whichever way we want to regard them. Whether we 
regard them as loans and advancements on the one hand or invest- 
ments on the other, it is made in various parts of the country. There 
are different plans by which it is done. 

In the case of a multiple-use project, involving irrigation, reclama- 
tion, and electricity—say in the western projects—then the power 
part of those projects is required to pay both interest and principal, but 
the reclamation, the irrigation part, ‘only returns the principal, and 
then it is contemplated the project will become the property of the 
cooperative, or the reclamation district. 

We have, as Senator Bush said here a moment ago in an aside, a very 
interesting subject to examine and inquire into, and I did want to 
point out ‘that TVA does operate differently from the other projects 
in those respects. 

Senator Hruska. Of course, what difference does it make where the 
title is? Whether it is a reclamation project or whether it is TVA? 
In each instance, the benefit and the use of that installation and all 
of its facilities, go to the people in that particular area, do they not? 
Regardless of where the title is? That does not make much differ- 
ence. 

Senator Gore. That is very true. The people of the region benefit 
under either. There is this difference, Senator Hruska: in the ex- 
pansion of the project—I do not mean geographic expansion. I wish 
there was a different word. This area here that we see, as was testi- 
fied here yesterday afternoon when you and I alone were here, has 
remained static for 10 years. There is no question of geographic 
expansion. ‘There is an urgent need for, I believe you said about— 
how many kilowatts a year? 

Mr. Wessenaver. About 750,000, sir. 

Senator Gore laundisaniaie. To meet the normal growth in this 
area. The people will benefit if they do have a supply of electricity 
to meet their normal-growth needs. The whole country will profit, 
too. The whole country will be hurt and the people will be hurt un- 
less they are able to grow and add to their industry, their refrigeration, 
their milking machines and whatnot. 

There is this particular point: TVA had an earning of $48 million 
in the last fiscal year. That belongs, in the case of the I'V.A, to the 
Treasury. 

In case the TVA had been liquidated or had been amortized and it 
was owned by a distribution agency, then those net earnings would 
belong to the distribution agency, but the net earnings in this instance 
always remain the property of the Federal Government and those net 
earnings are constantly increasing. 

What are your estimated net earnings for this fiscal year, Mr. 
Wessenauer? Can you give it to us, roughly ? 

Mr. Wessenaver. Yes. 
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Senator Gore. I wanced to get that to give you an idea of the magm- 
tude of the net earnings. This is the largest integrated operating 
utility in the world. It has a very large earning capacity. 

He gave to Senator Hruska and me, yesterday afternoon, a sheet 
showing the net earnings over the entire period. 

Mr. Wessenaver. The ear nings for the current fiscal year are esti 
mated to be approximately $58 million. 

Senator Gore. $48 million last year, and it is estimated to be $10 
million more during the current year. And during this period of 
self-financing which we are considering here, the net earnings will 
become inc reasingly large and the crux of the wer ion is whether the 
net earnings will be us sed along with revenue bonds to finance new 
facilities or whether they will have to come into the Treasur y. 

Now, the TVA plan calls for an annual dividend on stock invest 
ments, so to speak, which is more on the order of normal business 
operations. 

The Bureau of the Budget plan calls for—well, that has been de- 
scribed—and I will not go on for that. 

Senator BusH. Go ahead with that. The budget plan calls for re- 
imbursement; does it not 

Senator Gore, It calls for a withdrawal of the Government’s capital 
investment over a period of years, plus a payment of interest somewhat 
larger than the average annual cost of money to the Government. 

Now, as I understand it—and this is a bit out of my field—as I 
understand it, the TVA Board of Directors feels that this stringent 
withdrawal of capital at the same time there is an expansion of capital 
investment, will place an undue hardship or financial strain which 
would necessitate an increase in rates. 

I may have overstated it or understated it. Is that reasonably 
correct, Mr. Wessenauer ¢ 

Mr. Wessenaver. Well, it does seem that in a period of growth, the 
owner should not be withdrawing his own money from the business. 
I think that would not be the proper way to do it. It seems to me when 
you are expanding a business, you try to minimize the amount of 
borrowings you have to make, by using your revenues. 

Senator Gore. That is what happened to Capital Transit. The 
owners have milked Capital Transit until it is in trouble. 

Senator Bus. It all comes down to a question of how you regard 
those original investments by the Government, whether they are 

regarded as equity investment, like you would put money into a mine 
or factor y or whatever, or whether you should regard them as advances 
which ought to be repaid when they can, or on a normal schedule as a 
debt. 

Senator Hruska. Does the Kerr bill provide for indefinite payment 
of this dividend to which you refer? 

Mr. Wessenaver. It does two things, Senator. It contemplates the 
return element would continue on indefinitely, on the outstanding 
appropriations. It also provides that at all times the value of the 
property is to be maintained at a level at least equi al to the total out- 
standing indebtedness plus the investment of the Government. 

In other words, it provides for the possibility that there will be 
times when part of the Government’s investment will be retired 
through additional payments to the Treasury. 

66466—55 & 








110 TENNESSEE VALLEY AUTHORITY FINANCING 


Senator Hruska. Well, there is another difference in the bill, is 
there not? The Bureau of the Budget bill contemplates the payment 
of that amount until the time it is paid down to $250 million, and 
then it quits. Is that not right? 

Mr. Wessenaver. That is correct, with respect to payments to 
reduce the investment. 

Senator Hruska. So that has the concept of this money being an 
advancement as a loan, whereas the Kerr bill construes it as an equity 
capital. 

Mr. Wessenaver. I think that is a fair description, except perhaps 
for the $250 million not to be repaid. 

Senator Hruska. That description points it up, does it not? The 
one stops—when the balance is brought down to $250 million, they 
quit making those payments. In the Kerr bill, those payments con- 
tinue indefinitely and in the shape of dividends. Is that not the 
thought? 

Mr. Wessenaver. That is correct, except that under the budget 
proposal dividends continue on the $250 million. 

Senator Hruska. That points it up, does it not? 

Senator Busu. That is absolutely right. 

Now, Mr. Chairman, Senator Gore said just a couple of moments 
ago, that if the Bureau of the Budget view prevailed that there would 
probably have to be an increase in rates down there to satisfy the 
situation, whereas under the so-called Kerr bill, perhaps there would 
not be. Is that correct ? 

Senator Kerr. That is a definite probability but not a certainty. 
I think there is just as much of a probability that the Treasury will 
get as much money in the form of a return as it now gets under exist- 
ing law in the form of reimbursement. 

Senator Busn. Well, what I was going to ask, Senator—and this 
may be too difficult and I won’t insist on it, at all—but what estimate 
can you make of the increase in the rate, as between these two things? 
Have you been able to figure something out on that? 

Mr. Wessenaver. No; I have not, Senator, but I think you recog- 
nize what would happen over a period of years. You would be re- 
ducing the equity on which the annual return will be between 2 and 
214 percent, and replacing it, in effect, with bonds which carry a 
higher rate of interest. Also you are reducing the flexibility in the 
Corporation’s use of its revenues. 

Of course, as you know, Senator, on revenue bonds you get a much 
more favorable interest rate if you can show a good equity position. 

Senator Busu. Well, that is true in a corporation, of course, but 
nobody is doubting that these funds are going to be paid. It is like 
these highway bonds. I mean everybody agreed that the Federal 
Government could not welsh on the bonds, so the equity position is just 
100 percent good, whichever plan you take, here. 

The equity position on a Federal bond or a Federal obligation, I am 
sure you will agree, is not measured by the amount of money that the 
Government has in the project, it is measured by the Government’s 
ability to pay, which is 100 percent. 

; or  WESSEN AUER. Senator, you recognize these are not guaranteed 
vonds # 
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Senator BusH. Well, I notice also that there is some comment in 
some of these papers that if they were guaranteed they would save 
approximately a half of 1 percent interest. 

Mr. Wessenaver. If they were tax exempt, they might; the guar- 
anty would not make that much difference. 

Senator Busu. That is right, but if they were guaranteed, they 
would save about a quarter. 

Mr. Wessenaver. Approximately. I think you ought to get an 
interest cost close to long-term Government rates if they were guar- 
aunteed, but maybe not quite. 

Senator BusH. Well, very near it. If they are not guaranteed but 
are just revenue bonds, well secured, they would sell about a quarter 
above long-term Governments, would they not / 

Mr. Wessenaver. That is what we think, Senator. 

Mr. Swipter. The question of Senators Bush and Hruska are ad- 
dressed to whether payments TVA would make as a return on the 
appropriations investment would be interest or dividends, and whether 
the relationship to TVA of the Federal Government would be that 
of a creditor or owner. 

Now, it seems to us that while you can call these payments interest, 
if you like, that does not change the real nature of the payment. As 
long as Congress owns TVA and as long as Congress can direct how 
we function ; and the way we are administered, as long as the Gov- 
ernment appoints our Board of Directors, and prescribes the condi- 
tions under which the staff is appointed and every other element of 
our operation, to call the investment a debt is really a misnomer. 

If Congress should tell us we have to pay so much to the Treasury 
every year and call it interest, the real nature of the payments would 
not be changed. The essential nature of the person who owns the 
peoyety; as who controls the property and who gets all the residual 
senefits of it and who tells you how to operate it, is that of the stock- 
holder, or the owner of the equity. 

If we go out and borrow money on these bonds that we have asked 
the Congress to authorize us to issue, when we pay the lenders their 
interest and pay off the principal, they are through. We have ful- 
filled our obligation, and we have no further relationships. 

But these payments that we would make to the Treasury—call them 
interest, if you like—when we get through paying, we are just where 
we were before. The Federal Government still has every right it had 
before we made the payments. So, I say you can call them what you 
like, but 

Senator Busu. I agree with everything you have said. 

Mr. Swiprer. That is the real nature of the interest of the Govern- 
ment, which has complete control and ownership. 

Senator Busu. I agree with what you have said. I think you are 
making a very good case for Senator Hruska and myself here, that 
is all, because we think that the Government is the owner all right, 
but that the taxpayers are the lenders, so to speak, although the y 
have not been identified that way. I agree with you on that. 

Mr. Swipter. Congress represents the taxpayers as it represents 
every other national interest. 

Senator Busu. Congress also represents the Government, which is 
the owner, here. 
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But I would like to go back, Mr. Chairman, to the question which 
Senator Gore raised, and ask Mr. Wessenauer if it would be possible 
for him to give us information on how much of an increase in rates— 
what you estimate you would have to increase rates down there if you 
adopted the budget plan, so to speak, as distinct from the Kerr plan. 

I take it, on the Kerr plan, that the adoption of that aa not 
necessarily change rates. Rates might change for other reasons, but 
that would not ne -essarily br ing about a change} i is that right ¢ 

Mr. Wessenaver. That is right. 

Senator Bus. Now, under the Bureau of the Budget plan, there 
is likelihood that there would bea change. Isthat right ¢ 

Mr. Wessenaver. Well, it is something that may come about over 
a period of time. It seems to me, Senator, the most important ques- 
tion there is, what degree of flexibility does the management have in 
using its available cash? You will recognize when you make your 
bond covenants on the revenue bonds, what provisions you may have 
to make for additional revenues, with more or less flexibility in man- 
agement’s handling of its affairs. It is a factor that will have an 
influence, but I do not know how to measure that. 

Senator BusH. You can settle the interest-rate question by taking 
a quarter of a percent above the long-term Government bond rate, 
because that would be a nonguaranteed rate for Federal revenue 
bonds. 

I think we would agree on that. You agreed with me a little 
while ago on that. That came out in the highway thing, too. There 
has been no dispute about that. Everybody seems to agree that that 
would be a fair figure to take. So you can use that for interest. 

Senator Gore. Well, to bring it down to the point where an Irish- 
man like Senator McNamara, and a half-Irishman like me can under- 
stand it, can you take next year and tell us the difference in dollars 
which the two plans would mean ¢ 

Senator McNamara. Could you identify the variables in the plan? 
Is the variable the going interest rate? You mentioned the interest 
rate currently. Is it a high interest rate now? You mentioned the 
present interest rate or the present money rates, or something like 
that. 

Mr. Wessenaver. I was saying this, Senator, that at the present 
time, you start with an equity ‘position, a 100 percent equity position, 
upon which you would be paying roughly between 2 and 214 percent. 
As time goes along, if you are going to withdraw that equity and re- 
place it with bonds which cost, say, 314 percent, then you would have 
am increased cost. Plus a marked change in flexibility because of the 
fact that as part of your requirements under the budget’s plan you are 
going to withdraw a sizable part of this capital which has already been 
invested by the owners. 

The budget plan contemplates withdrawing it down to $250 millon. 

Senator Gore. Can you come along now and say, roughly, what it 
would mean in dollars next year, the two plans? 

Mr. Wessenaver. I think it is a withdrawal of over $60 million, as 
contrasted to $25 million. 

Senator Gore. Tell us how. How much depreciation, how much 
returned to the Treasury. 

Mr. Wessenaver. I really ought to work out detailed figures, but I 

can correct them in your record if they are not substantially correct. 
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Senator Gore. You have that privilege. 

Mr. Wessenaver. Under the Kerr bill, we would be paying into the 
Treasury a dividend of roughly $25 million. Under the Bureau of the 
Budget plan, we would be paying a little over $30 million as the return, 
and we would be paying in perhaps $30 million as the depreciation 
There would be taken out of the business over S60 million under one 
plan, by the owner, as against $25 million by the owner under the othe: 
pian. 

If the system was not growing, that would not be a arenagrgr 

Senator Symincron. I am sorry I have not been able to be here 
all the time because I have another hearing down the hall, but let 
me ask you this question: What difference does it make whether you 
take $25 million or $60 million, fundament: ally? You are not going 
to sell any bonds that you do not believe are proper from the stand 
point of the person who buys them, are you 

Mr. Wessenaver. Of course you couldn't. 

Senator Symincron. That is right. and the people won't buy them 
unless the people feel they are a good bond. It is entirely a Govern 
ment proposition, fundamentally, anyway, is it not 

Mr. Wessenaver. Well, Senator, it seems to me we are all trying to 
take this out of the field of a Government-guaranteed bond, and are 
saying these bonds will be sold on the basis of the earnings of the 
system. 

Senator Symineron. Would they be a prior lien on the earnings of 
the system ¢ 

Mr. Wessenaver. Oh, certainly. 

Senator Symincron. Then, would they not sell based on the earn 
ing record of TVA and the steadily expanding aspect of the business, 
you might say? Would they not be a very high-class bond / 

Mr. WesseNAvER. They would, Senator, because we have a good 
earnings record and start with a large equity of the Federal Govern- 
ment in the system. But I am trying to look ahead. I do not want to 
get started on something that might later lead to difficulty. 

For example, let me take a very ‘simple illustration: Suppose I have 
a business and I put in $10,000, and then I go out and borrow $8,000. 
I do not have too much trouble with that because the man who is lend- 
ing the money recognizes that he has advanced only eight-eighteenths 
of the total investment. 

Senator Syminetron. That is not quite the same, because you are 
— up here with a very satisfactory earning record. Therefore, 

I do not see any difference except a technical difference. 

Mr. Wessenaver. I think if the owner starts to withdraw his 
$10,000 equity, Senator, and puts more of the capital on a bonded basis, 
he tends to raise the price of money and to reduce his ability to bor- 
row it. I think in his own interest, the owner ought to keep a substan- 
tial equity in the business. The TVA plan contemplates that, where 
heretofore appropriations have been the way in which the equity has 
been provided, most of the financing in the future would be through 
the issuance of bonds, and that the equity position remains substan- 
tially the same, except as it is increased by occasional appropriations 
and some earned surplus, or can be reduced at appropriate times— 
when power requirements are not growing rapidly—by payments into 
the Treasury. 
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The budget plan contemplates reducing that equity by withdrawals 

each year, mak if the business is expanding that means ~ not only 
have to finance the additions to the business but in effect you are 
financing the withdrawal of the original investment, or substituting 
bonds for it. 

Senator Gore. And is it correct to paraphrase what you say this 

“ay : you are saying that the TVA power system will probably not be 
able to finance its future growth and at the same time repay the capital 
investment without an increase in the rate structure—the power rate 
structure ? 

Mr. Wessenaver. I think it has a tendency to force an increase. I 
cannot measure the degree of it at this point. 

Senator Symrveron. What you are saying is, strictly from the 
financial aspect—your equity, let us say, Is a common stock situation 
and you are putting a bond issue in a preferred position, which of 
course the bond issue is, over the equity, and your feeling is that in the 
plan of the Bureau of the Budget, you would be not only guar anteeing 
your payment on your preferred position, but at the same time you 
would be reducing your basic worth, your basic equity, as a result of 
what you were being forced to take out over and above your payment 
of the bonds, themselves. W hereas, under the other system, the Kerr 
system, you would be keeping your equity, your worth, behind your 
preferred, you might say. Is that about right? 

Mr. Wessenavrr. That is right. 

Senator Gore. If no one has objection, Senator Cotton, who can- 
not be here this afternoon, has some questions. 

We will just divert from your statement of differences between 
the two plans for whatever questions Senator Cotton may have in 
mind. 

Senator Corron. I thank the chairman for his courtesy. I did 
not want to interrupt this particular line of questioning, but I did 
want to get these in because I may have to leave town later in the day. 

Mr. Wessenauer, I have been very much interested in Senator Gore’s 
statement at least 2 or 3 times since the start of these hearings, and I 
know Senator Gore well enough to realize when he states something 
he means it, that it is not the purpose of the Tennessee Valley Au- 
thority, when we talk about expansion, to expand its territory. Its pur- 
pose is to have growth rather than expansion, in that you may have 
more electricity, more power to serve the territory that you pr esently 
serve. 

Now, what I want to know is this—this is not any reflection on the 
sincerity of anybody, here, but taking the Kerr bill which is before 
this committee, what assurance is there legally, what legal assurance is 
there, that with new revenue bond authority conferred under that bill 
under the present terms, the TVA will not later try to expand geo- 
graphically ? 

Mr. Wessenaver. Since you are asking a legal question, I will turn 
that over to Mr. Swidler, who is our counsel. 

Mr. Swipter. There is no flat guaranty in the bill that there would 
be no expansion. I think the assurance that Congress would have 
is the history of the attitude of the TVA Board on that question and 
the confidence the Congress would place in the fairness and good sense 
of the Board’s decisions. 
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Senator Corron. I seem to recall Mr. Wessenauer testified that 
during the first 10 years of existence of TVA, their growth or ex- 
pansion in territory was largely the result of furnishing power to 
co-ops and to municipalities and that those co-ops and municipalities 
were merely exercising their rights under the TVA statute to ask for, 
or demand that service. 

Now, if the municipality is outside the perimeter of the present 
area of TVA, and I believe you yourself rendered an opinion that 
the extent to which power could be sold was governed by the practi- 
cality of how far it could be transmitted—— 

Mr. Swipter. From the hydro projects. 

Senator Corron. And not from the steam plant ? 

Mr. Swipier. That is correct. 

Senator Corron. Therefore, if municipalities which are now out- 
side of the territory being served should, under the TVA Act, re- 
quire and ask for power, TVA would almost be compelled to expand 
unless there was some legal provision inserted in this act to prevent it. 

Is there anything to that? 

Mr. Swip.er. Senator Cotton, I would advise the TVA Board that 
the preference provisions of the act do not require TVA to extend 
service to an area which would be served with steam power. 

To put it differently, apart from the needs of the Federal Govern- 
ment itself, steam power was intended to take care of the marketing 
area which was developed as an outlet for power generated by the 
hydro development. 

Senator Corron. Your steam plants pour into the TVA system 
added power which may be used anywhere within the system—I am 
not an engineer, but is that essentially correct ? 

Mr. Swinter. I believe that is correct. 

Senator Corron. And just like a blood transfusion, it goes through- 
out the body. 

Now, suppose that the city of Atlanta or some other city—TI don’t 
know the distances involved but outside the perimeter—decides it 
wants a municipal plant and wants to buy power fam TVA, and that is 
within the distance that is practical, according to the opinion which 
you rendered, to transmit by power line—it is in the proper distance 
from a hydroelectric plant of the TVA, how are you going to say 
to them, under the present law, unless there is some provision to prevent 
it—how are you going to say you can’t have it ? 

Mr. Swipter. I have already answered that. 

Senator Corron. You are saying because some of that power that 
they are generally asking for came from a steam plant you would 
say “No.” 

Mr. Swipter. No; I would say because the existing market area 
already absorbs all of the hydro power, that we can say “No.” 

Senator Corron. So it is your opinion that without any provision 
in the proposed bill to assure us legally, and give us that assurance, 
that if we passed the Kerr bill exactly in its present form, that TVA 
cannot expand its activities beyond the territory it is now serving 
geographically. 

Mr. Swipter. I would not say it that flatly, no, Senator Cotton. 
I think there would be discretion in the TVA Board to take care of 
adjustments in its market area, which I think is a problem which 
confronts any utility, but I do say my answer would cover any major 
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expansion. I would say that beyond any minor changes in the service 
area, to accommodate various practical circumstances, that certainly 
the TVA Board should not be compelled to undertz“e a major expan- 
sion because of the preference provisions of the act which apply to 
hydro power. 

Senator Corron. When your answer is boiled down—and, again, 
I want to make it crystal clear, that I absolutely know that when 
my friend, Senator Gore, declares what his understanding is of the 
TVA is not to expand geographically, I know he means it and I am 
sure any experience given us by the men administering TVA would 
be given in complete sincerity, but your answer that you have just 
made to me, I must say to you, that after you boiled it down, still leaves 
room for doubt as to whether it wouldn’t be perfectly proper, if TVA 
desired to do it, and even necessary if the proper persons asked for 
it, that there could be some—you could use the word “adjustment,” or 
other words of similar nature, but there could be some geographical 
extension or expansion of TVA, itself. 

Mr. Swipter. One additional point I made that isn’t reflected in 
your statement is that 1 do not think the TVA would be required to 
make any extension on account of the preference provision. 

Senator Corron. It wouldn’t be required but they could if they 
desired as a matter of policy. 

Mr. Swipter. I would say they could make minor adjustments 
under various circumstances, the exact nature of which I cannot now 
foresee. 

Senator Corron. How many miles is a minor adjustment / 

Mr. Swipter. I wouldn't undertake to try to define it or try to 
specify the circumstances. 

Senator Corron. Would supplying the city of Atlanta be a minor 
adjustment ¢ 

Mr. Swipter. Certainly not. 

Senator Corrox. Would supplying a city of 10,000 population be 
i minor adjustment ¢ 

Mr. Swipter. [ could not draw lines in hypothetical marginal sit- 
uations, but Lean say Atlanta would not be a minor adjustment. 

Senator Corron. Unless the Kerr bill were amended or safe- 
guarded—I mean from the standpoint of those who were perhaps 
willing to see TVA grow within its present area, but not expand geo- 
er aphically—unless ‘there is some amendment, there could be some, if 
the TVA Board of Directors desired it, there could be some minor 
expansion. 

Mr. Swipier. There is an element of discretion left to the TVA 
Board: yes, sir. 

Senator Corron. Now, may I ask the witness, Mr. Wessenauer, if 
he is in a position to answer this, may I ask you flatly, does the Ten- 
nessee Valley Authority intend to expand its territory in any direc- 
tion, either voluntarily or as a result of demands of preference 
customers ¢ 

Mr. Wessenaver. I know of no such plan of extending its territory, 
senator. 

Senator Corron. You don’t know of any plan. It is very likely 
that you are not in a policymaking position to answer that question 
and if se, I do not want to pressure you, but could you answer me 
unequivocally one way or the other, whether the TVA intends to 
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extend or expand its territory in any direction, either voluntarily 
or asa result of the demands of preference customers ‘ 

Mr. Wessenaver. There is only one situation I have in mind and 
that involves the city of Alcoa, Tenn., which would be served by TVA. 

Senator Corron. You are not in a position—and I do not quite 
understand why you would not be—but you are not im a position to 
say definitely “No” to that question 

Mr. Wessenavrr. I could say that I do not know of any situation 
which the Board has before it or contempt: ites, which woul | expand 
its territory. 

Senator Corron. If there is no intent on the part of TVA to extend 
its territory, and if even more, TVA has firmly resolved not to expand 
its territory as a result of this bill, then there could be no objection to 
i provision in the bill to prevent it, could there ¢ 

Mr. ne I think that is basically a question for the Con 
gress to decide. 1 do not know whether it would be wise to detine the 
territory by geographic metes and bounds, if there may be situations 
from time to time where adjustments should be made. 

Mr. Swipter. The Alcoa situation, it seems to me, Senator Cotton, 
is a pretty good illustration of the need for some flexibility. The 
Alcoa is a town 15 miles from Knoxville which has been developed 
by the Aluminum Company and it is now supplied with power gen 
erated by the company in the combined TVA-Alcoa network. The 
town would like to acquire its system and enter into a TVA contract. 
It is now getting its power supply from the combined system. That 
might illustrate the sort of a case where—I do not say that illustrates 
all the possible situations that could come up, but it shows one kind of 
situation, where this type of flexibility would be needed. 

Senator Corron. Is this town outside the perimeter ¢ 

Mr. WessENAUER. It is in the area. 

Senator Corron. That is not what I have in mind in my questions. 
It is my understanding—the record should show that Senator Gore 
has pointed out the location of that city or that town and I want the 
record to show that that is not what I have in mind at all in these ques- 
tions. 

Speaking for myself, it is my complete understanding that the Ten 
nessee Valley Authority is established as the furnisher of power in the 
present area that it serves, and the demands for power of that present 
area, Which is blooming like a garden, somewhat to the regret of some 
of us up in New Hampshire, perhaps —not that we envy you, because 
we would like some of that help, but that the demands for power and 
the requirements for power in that area, are very naturally likely to 
increase, 

As far as I am concerned, I don’t want to throw any roadblock in 
the way of Tennessee Valley Authority being able to grow and to 
provide the legitimate—fulfill the legitimate “demand for people i 
that area. And the town you have just mentioned, sir, is in that area 
My questions aren’t even directed to that. My questions are directe d 
to some town that lies in the white portion of the map, which is outside 
of the perimeter of the territory which Tennessee Valley Authority 
now serves. 

I want to ask you again, and I don’t want to press this unduly, but 
let me ask you this. How much further could TVA extend its terri- 
tory geographically, under the authority of the TVA Act as now 
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written, and under the authority of the Kerr bill as it is now phrased / 

Mr. Swipter. As I have said, I think there is an element of discre- 
tion that is left to the TVA Board in the bill, but I do not think that 
I could, as legal adviser, encourage any major expansion, based on 
steam capacity. 

Senator Corron. Mr. Swidler, on May 5, 1948, you wrote a memo- 
randum in your capacity as General Counsel for the Tennessee Valley 
Authority, to Mr. Gordon Clapp, who was then Chairman of the 
Board. It was produced in evidence before a committee of the Sen- 
ate. Iam sure you have it in mind, 

Mr. Swipter. That is the opinion I just referred to, Senator Cotton. 

Senator Corron. You have just examined the opinion that I have 
in my hand. 

Mr. Swipter. Yes, sir. That is the opinion in which I advised the 
TVA Board that the transmission distance limitation was to be ap- 
plied from hydro plants alone, and not from steam plants. 

Senator Corron. You conclude your opinion by saying: 

Viewing the TVA Act in its entirety, therefore, and giving effect to the fact that 
section 12 (a) represents the latest congressional expression on this point, it is 


my opinion that TVA’s statutory authority to sell electricity, irrespective of 
where or by what means it may be generated— 


I just end the quote for a moment. I want to emphasize those words: 
irrespective of where or by what means it may be generated. 
(Continuing :) 


is limited geographically to points which are within transmission distance of 
one or more of TVA’s hydroelectric projects on the Tennessee River or its 
tributaries. The fact that a steam plant, for example, was constructed at the 
extreme edge of the zone within transmission distance from one or more hydro- 
electric projects would not permit TVA to serve other points outside such zone, 
even though they might be within easy transmission distance of the steam plant. 


Now, Mr. Swidler, if I understand the English language, that means 
exactly this, that if you have a steam plant on the edge of the gray 
portion of this map which is now before this committee, and if. it is 
desired 

( Discussion off the record.) 

Senator Corron (continuing) : 





But assuming any steam plant is on the extreme edge of the area now served 
by TVA, and if some city or town or cooperative outside that area, but within 
easy distance of that steam plant seeks to purchase power from TVA, that that 
power under the present law cannot be furnished because—it cannot be alleged 
that it is within easy transmission of the steam plant, but if that town is within 
reasonable, practicable distance of a hydroelectric dam, that TVA can sell that 
power, can furnish that power, without regard to where the steam plant is, as 
long as it is within that distance. 

Now, isn’t that exactly what those words mean ? 

Mr. Swipter. That opinion wasn’t addressed to the problem we are 
now discussing. It related only to the question whether the market- 
ing area was measured from the dams alone, or from any source of 
generation and it said that transmission distance was to be figured 
from the dams alone. 

As far as that opinion is concerned, I think you are right. It in 
no way would limit the TVA Board in serving a community within 
transmission distance of a hydro project, even if some of the power 
supply were derived from steam. I have, however, added in this 
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colloquy, Senator Cotton, my additional views on the question of 
extension of the area, even within transmission distance of hydro 
projects, based upon the addition of new steam capacity to the system. 
I have said that I could not advise the Board to undertake a major 
expansion of its area, based upon the addition of steam capacity, even 
though the additional area was within easy transmission distance of 
a hydro project. Does that clarify my views, Senator ‘ 

Senator Corron. Not quite. You say you could not advise the 
directors to extend. Do you mean you would now advise them that 
they did not have the right to, if they wished ¢ 

Mr. Swipter. The question has not arisen and therefore I have not 
had occasion to provide the Board with my views on that point, or 
to give it the wane it deserves, but my present opinion is that 1 would 
advise them against it; yes, sir. 

Senator Corron. You would advise them that they would not have 
the right. You would not be advising them as a matter of policy. 
You would be acting as legal counsel and advising them now—you 
think; I understand it is a tentative suggestion—you think your advice 
to them now would be that they would not have the right, if they 
wished, to sell this power under the conditions we have just described ¢ 

Mr. Swipter. Yes, sir. 

Senator Corron. Then, with that advice, will you kindly tell me 
why that advice you now think you might give to the Tennessee 
Valley Authority, is not an absolute contradiction to the written 
opinion and the studied opinion, the formal opinion, that you rendered 
to them on May 5, 1948¢ What is there about the changed circum- 
stances that changes the law and changes their right to sell power? 

Mr. Swivter. I think they are two entirely different problems. You 
understand, Senator Cotton, that the 1948 opinion is not an opinion 
which goes in the direction of broadening the powers of the TVA 
Board ; it isa limitation. It did not go into other possible limitations, 
but it did make clear one limitation—and I think clearly enough so 
that everyone can understand it—that transmission distance is 
measured only from hydro projects. That was not to say that there 
were not other limitations. It was addressed to that single problem. 

Senator Corron. Were you present in that same hearing where Mr. 
Gordon Clapp testified that 175 miles would be a practical distance 
to transmit power, in that same hearing? 

Mr. Swipter. I believe I was. I think perhaps the words he used 
were “feasible distance.” 

I show you, Mr. Swidler, on page 814 of the transcript of that 
same hearing the answer of Mr. Clapp where he says—Senator Malone 
asked the question : 


What is the longest distance you transmit any power there now? 


Mr. Clapp’s answer at that time was the longest distance would be 
around 175 miles. 

Do you recall that? 

Mr. Swipter. I do not recall it, but it sounds reasonable. 

Senator Corron. Now, I do not want to belabor this point, but I 
am just a country lawyer, and I still, from your last answer, cannot 
quite comprehend, when you are asked the flat question—which is 
something that I want to know before I cast my vote in this com- 
mittee and in the Senate on this bill—and I ask you the flat question— 
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not what the policy of TVA would be, but under the present law and 
under the terms of the present bonds, would TVA have the right 
to expand its territory geographically ¢ i You say to me, “Why, my 
opinion before was furnished in regard to a different situation.” T 
almost used the words “to fit another situation.” That is no reflec- 
tion on you. 

Your opinion now is that it is a different problem. 

I supposed that the law was the law and that the rights of TVA 
to sell power outside the perimeter of their present area would be 
a fixed fact, regardless of what situation happened to be confronting 
them when you i expressed the opinion. I just cannot follow you, Mr. 
Swidler. It seems to me that this committee is entitled to a definite 
answer to make it clear to us, if we pass this Kerr bill, whether TVA 
could expand its territory geographically or whether it could not. 

Mr. Swipuer. As far as the earlier opinion is concerned, it was 
addressed to the particular question whether transmission distance 
could be measured from steamplants. I did not try to cover any 
other question. I think the opinion answered that one question very 
clearly. You have now asked me another question which I have also 
unswered to the best of my ability. 

Senator Corton. I am not questioning your desire to cooperate 
or your desire to answer questions to the best of your ability, but I 
am trying to get at a concept proposition here. 

Am I correct in my understanding that there could be some expan- 
sion, but somewhere between the city of Atlanta, for instance, and the 
present perimeter—somewhere there is a point where you would have 
to say you could not go any farther? You would advise them that 
they could not legally sell power to Atlanta, Ga. ? 

Mr. Swipier. ‘Yes, sir. 

Senator Corron. But you might advise them they could legally sell 
power to some point between “Atlanta, Ga., and the nearest point 
within the perimeter of the area presently being served by TVA; is 
that right? 

Mr. Swipter. I do not think it is a question of fixing a line some- 
where between the present perimeter and Atlanta, Ga., but rather a 
problem of taking care of special situations. 

For example, in that white space on the map, there are the possi- 
bilities of additional hydro projects in the Tennessee Valley. There 
are, as a matter of fact, within that white space some existing TVA 
hydro projects which are in areas which TVA does not serve. 

Now, I cannot tell you, Senator Cotton, if the TVA Board should 
want for exemple, to serve a rural cooperative in the vicinity around 
Fontana Dam, one of the largest power producers in the TVA system, 
that I would have to say they could not. 

Senator Corron. I notice the area of Fontana Dam on the map as 
Senator Gore points it out and I will say to you, sir, that I am not at 
all certain but what TVA ought, under certain circumstances, to serve 
some co-op in that particular area. 

My questions are not designed to matters of policy. And my mind 
is not closed at all, as to whether there are certain points now slightly 
outside the perimeter of TVA that as a matter of policy perhaps ought 
to be served. But my questions are purely directed to the legal possi- 
bility. And I am trying to find out if the Kerr bill in its present form 
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legally, while permitting the growth of TVA in the territory, does not 
permit its expansion, and I must say that the answers have not indi 
cated to me that there is any such legal protection. 

I want to ask one more question, quickly. TVA is now the largest 
power system in the country, as just pointed out by Senator Gore. 
Would it not be desirable at the same time that TVA gets a new 
revenue bond power to require by law that TVA should not extend 
service anywhere beyond its present service area 

Senator Gore. Would you repeat that question, please. 

Senator Corron. TVA is now the largest power system in the coun 
try, as just pointed out by Senator Gore. Would it not be desirable at 
the same time that TVA gets a new revenue bond power to require 
by law that TVA should not extend service anywhere beyond its 
present service territory / 

Mr. Swipter. It seems to me, Senator, that you just answered that 
question, ina way. You have said you could readily see the possible 
need for exp: ansion under some circumstances. 

Senator Corron. I did not say I could readily see the possible need. 
I said my mind was not closed to the fact that I understood there 
could be such a need. I could understand that such a need might 
arise. I do not admit there is such a need because I do not know, but 
I am simply asking, as a matter of policy, in view of the size of TVA, 
the greatest, largest power-producing corporation in the country, as 
we prepare to cut it loose and permit it to sell bonds, and proceed 
without some of the restrictions by Federal and State agencies that 
other utilities—to which other utilities are subje cted—would it not be 
desirable when we give you this new authority and this new power, 
that there should be a provision that the TVA should not extend serv 
ice beyond its present service territory / 

Mr. WessENAUER. Senator, the concern I would have is whether or 
not that would prevent the Board from meeting some practical cir 
cumstances that might arise—of making these adjustments to which 
Mr. Swidler referred. It seems to me it would close the door against 
making those adjustments. 

Senator Corron. In other words, there is in your mind the possi- 
bility that there are certain situations and certain places where it 
would be just and desirable for TVA to extend service beyond its 
present service territory. Isthat right ? 

Mr. WessENAUER. I am saying, Senator, that there are none in my 
mind but I can see where circumstances could arise in the future where 
that would be a problem. 

Senator Corron. And if Congress passes the Kerr bill now before 
the committee, in its present form, those occasions could be taken care 
of. Is that right? 

Mr. WessenaveR. In one way or another, yes, sir. 

Senator Corron. They could be. Still you did not answer “Yes” ot 
“No” to that. 

Mr. WeEssENAUER. Yes; they could be taken care of. 

Senator Corron. That is all, Mr. Chairman. 

Senator Gore. (presiding). Thank you, Senator Cotton. 

Senator Corron. Thank you for giving me the opportunity. 

Senator Gorr. Your questions certainly go to a vital point which I 
am sure the committee will want to consider. 
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I would like to burden the committee with a very brief statement 
on my part. My concern is for serving the area already encompassed 


and served by the TVA. Ihave resisted geographic expansion. I do. 


not know whether the committee would want to write rigid limitations. 
That is something we would want to consider. 

Are there other questions along this particular line while we are on 
it? Senator McNamara ? 

Mr. McNamara. No; I have nothing. 

Senator Gorr. Senator Hruska 

Senator Hruska. No, sir. 





Senator Gore. Senator Bush, he was asked about the geographic 


expansion, the authority and the possibility. 

Senator Busn. There is nothing in the bill about it, is there? 

Senator Gore. No. 

Well, then, Mr. Wessenauer, may we return to the differences be- 
tween the budget plan and the TVA plan and the Kerr bill. 

Mr. WEssENAUER. We were talking about the differences from the 
Kerr bill and the TVA proposal of the suggestions made by the Bureau 
of the Budget. 

Now, the Bureau of the Budget’s suggestions would add some ad- 
ministrative procedures which I think would reduce the flexibility of 
the management in the issuance of bonds. All the bills—the Budget 
suggestion and the TVA suggestion and the Kerr bill—contemplate 
that the Government Corporation Control Act would apply in the 
submission of budgets to the President and to the Congress. The Kerr 
bill and TVA recommendations contemplated that TVA would be 
exempt from certain provisions of the Government Corporation Con- 
trol Act where the Secretary of the Treasury is concerned. That bill 
says in section 303, I believe, that the Secretary of the Treasury shall 


determine the amounts of the issues, the time of the issues and the- 


terms and conditions of the bonds. 

Our recommendation for the exemption was based on the fact that 
these would be revenue bonds and not obligations of the Treasury. 
The Bureau of the Budget suggestion would give the control of these 
revenue bonds to the Secretary of the Treasury. 

The other thing that the Bureau of the Budget bill might do which 
the other bills do not, it might require an affirmative action by the 


Congress each year, and the Bureau of the Budget, before any bonds. 


could be issued. 
Senator Gore. Senator McNamara 
Senator McNamara. I have no questions at this point. 
Senator Gore. Senator Bush 
Senator Busn. No questions. 
Senator Gore. Senator Hruska, you were interested in this par- 
ticular point. 
Senator Hruska. Yes. We get back to that idea of the Govern- 








ment being the owner and if it is the owner, one of the prerogatives of 


ownership is to control and have something to say about just such 
things as that. 

Now, what objection is there to its annual review of these bond 
issues ¢ 

Mr. Wessenaver. Well, Senator, I think the distinction is simply 


this: It is a question of whether or not the Congress needs to take: 
affirmative action before the bonds can be issued, or whether it need! 
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take action only if the program as submitted contains something with 
which it disagrees. 

The other question is one of administrative responsibility—as to 
who would determine the terms and conditions of the revenue bonds. 
Our view has been that in the case of such revenue bonds, the covenants 
that you make, the pledges you make, are so intimately related to the 
management of the operations of the system, that the responsibility 
ought to reside in the Board of Directors of the TVA, rather than in 
an outside individual, such as the Secretary of the Treasury. Of 
course, if these bonds were to be guaranteed by the Treasury, the Sec- 
retary of the Treasury should have greater authority. 

Senator BusH. Would you yield right there just for a point: 

Now, in these previous discussions this year, particularly on the 
Highway Corporation, we talked about bonds and all hands agreed 
I think virtually all hands agreed—that it does not make any difference 
whether the Government guarantees those bonds directly or not, that 
they are obligations of a Government agency and therefore the 
Government cannot let them fail. Therefore, it brings the Sec- 

retary of the Treasury very logically into the picture because it is 
a part of the Government’s debt. It is a revenue bond with deficit 
assets and revenues pledged to it. It is different in that way from a 
bond which carries the full faith and credit of the Government and 
nothing else, but nevertheless it is an obligation of a Government 
agency and therefore is a Treasury obligation. So, it seems to me the 
Treasury who has to conduct an “orderly operation in financing this 
Government, should have something to say about the timing and the 
general setup of an issue that has that re lationship to the Government. 
Now, doesn’t that sound reasonable to you ? 

Mr. WessenAvER. Well, Senator, it seems—— 

Senator Busu. If I may just one more word, I do not think the 
Treasury would certainly be in the position of telling the TVA 
when they ought to issue bonds or that sort of thing, but I do think 
they ought to be consulted so as to mesh the program in with the 
general program of the Government, for which the Secretary is 
responsible. 

Mr. WessenAver. We would fully expect that TVA would seek the 
advice of any Government officer in a position to help us arrive at 
the best answer, but I think applying that provision of the Govern- 
ment Corporation Control Act, Senator, would give the full final 
determination to the Secretary of the Treasur y. 

Senator Busu. How’s that ? 

Mr. Wessenaver. I think the Government Corporation Control Act 
would give the determination of all the provisions of the bond issue 
to the Secretary of the Treasury, rather than to the management of 
the system. 

Senator Busu. Well, then, you favor that ? 

Mr. Wessenaver. No; I do not favor that. I think that the deter- 
minations in the case of revenue bonds of the kind TVA would be 
authorized to sell ought to be made by the management of the system. 
I think it should and would seek the advice of the Sec retary of the 
Treasury and others before issuing any bonds, but it is a question of 
who makes the decision. 
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Senator Busu. I am sorry, I did not understand you about the 
Government Control Act. Do you mean that even as of today the 
Secretary must have that authority that I am speaking of? 

Mr. Wessenavurr. He does have it. 

Senator Bus. Well, would this law change it? 

Mr. Wessenaver. This law would include an exemption from that. 

Senator Gore. I would like to say I think Senator Bush has stated 
a very reasonable attitude with which, without the full study which 
the subject deserves, I find myself temporarily in agreement. There 
a should be the closest of cooperation between the chief 
fiscal officer of the Government and the fiscal operations, the monetary 
operations of a major nature, of a wholly-owned Government 
corporation. 





i 

However, as I understood you to say, Senator Bush, you felt that [7 
there should not be any rigid administrative requirement which 3 
would prevent the Government corporation from exercising reasonable i 
managerial direction. 4 
Senator Busn. That is right. 4 


This sentence here describes what I think is a reasonable position : 

“That the form and timing of bond issues be subject to the approval 
of the Secretary of the Treasury.” 

“Be subject to the approval.” Only the approval. 

Senator Gorr. That may goa bit beyond. I think formal approval 
is just a little bit different from consultation and cooperation. 

Mr. Wessenaver. The timing of bond issues should be determined 
by the need of the system for additional power facilities. 

Senator Busn. I agree with you 100 percent. : 

Mr. Wessenaver. If the Secretary of the Treasury were to say he 
doesn’t like that timing and that issuance of the bonds must be post- 
poned, the cost to the system by reason of the delay would be likely 
to go up, and that wouldn’t be desirable, it seems to me. 

Senator Hruska. If the financing was substantial and there was 
something in the national picture which would lead the Treasury to 

say, “This is an inopportune time, the entire financial position of the 

United States would be jeopardized,” those are things also which 
are of great interest to the Nation. I think it works both ways; 
don’t you think so? 

Mr. Wessenaver. That is why I say consultation would be de- 
sirable. However, it is a little hard for me to visualize a $50 million 
issue by TVA, causing that amount of jeopardy to the Government. 

Senator Hruska. On the other hand, the universe does not revolve 
around the TVA. If there is any revolving done, it is around Wash- 
ington and the country as a whole. 

Senator Gore. If I may interject, it seems to me we are not far from 
agreement around the table here, and with the power manager. 

This question of time is crucial. Senator Hruska and Senator 
Bush—I believe Senator Hruska mentioned 
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issuance of securities. Now, you say that the TVA should have the 
managerial capacity with which Senator Bush agrees, to determine 
when a hydroelectric or steam facility would be built and approxi- 
mately when those securities would be issued therefor. But, I agree 
with Senator Hruska that on the actual period of issuance, there 
should be the closest of liaison between the Government corporation 
and the chief fiscal officer. But isn’t this a question of time? You, 
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Mr. Wessenauer, are speaking of whether it is done in the spring or in 
the fall or whether it is done in 1955 or 1957. You are speaking, 
Senator Hruska, of whether the bond issue is going to be in May 
or June? 

Senator Hruska. That is correct. 

Senator Gore. Do I misunderstand it ? 

Mr. Wessenaver. That is one point but let me read you the present 
law: 

All bonds, notes, debentures, and other similar obligations which are on 
or after December 6, 1945, issued by any wholly owned or mixed ownership 
Government corporation and offered to the public, shall be in such forms and 
denominations, shall have such maturities, shall bear such rates of interest, 


shall be subject to such terms and conditions, shall be issued in such manner 
and at such times and sold at such prices 





Senator Gore. You are reading from the Government Corporation 
Control Act. 

Mr. Wessenaver. That is right. 

As have been or may be approved by the Secretary of the Treasury. 


That provision goes to all the covenants that would be made 
:ssuing the bonds. 

Mr. Swivuer. Let me add to that there are already a number of 
exemptions from that provision and so far as I know it is not being 
applied to any true revenue bonds. 

Now, with respect to general obligation bonds, we can understand 
the problem of possible conflicts to which Senator Hruska referred. 
But with respect to a revenue bond, it is hard for us to see why the 
effect on the Treasury would be any different than if the bonds were 
issued by the city of Los Angeles or by the Consolidated Edison Co. 

Senator Bus. Well, Mr. Chairman, you see, I think that language 
in there is good, and I think that is a protection to the TVA, too. 

Certainly the TVA like any other Gevernment agency ought to 
have : available the very best financial advice that the Government has 
and it is presumably the Treasury—it has ever since I have been an 
audult—has the best that the Government has in that field. 

Now, you separate them from any real control by the Treasury, such 
as the act gives it, and some smart bond salesman comes down here 
and sells them 5-year bonds, just so they get a lower interest rate, you 
see, than they would if they sold a 20-year bond or a 30-year bond. 
It is some idea like that and they think they are doing something 
smart, but in 5 years that has to be paid back so where are they going 
to get the money? Thev have to go through the expense of another 
bond issue and so forth. 

Now, this isn’t to say, my good friend, that the TVA is not intelli- 
gent about these matters, but they ought to have the best advice that 
the Government has when they are ‘putting the Government credit 
behind hundreds of millions of dollars’ worth of issues. 

Mr. Wessenaver. Well, I am not disagreeing with you, Senator, 
about having the advice, but the question is, W ho makes the decision / 

Senator Bus. The decision is made by the TVA, with the approval 
of the Treasury. 

Mr. WessENAvER. That is not the way this reads to me, Senator. 

Senator Gore. Mr. Swidler, point out to us there just why that is 
not the case. We are all trying to solve a difficult problem and these 
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Senators have very reasonable and objective a of view and I 
want to accommodate them in every way possib e 

Mr. Swipter. This is section 303 (a) of the Government Corpora- 
tion Control Act. I have distributed copies. 

Senator Hruska. I do not find that in my copy. All my sections 
are in the 800s, 

Mr. Swipter. It is on page 6 of the mimeographed copy: 

It is at the end of section 868, title 31, of the United States Code, 
which is the code section corresponding to section 303 (a) of the act: 

All bonds, notes, debentures, and other similar obligations which are on or 
after December 6, 1945, issued by any wholly owned or mixed-ownership Govern- 
ment corporation and offered to the public shall be in such forms and denomina- 
tions, shall have such maturities, shall bear such rates of interest, shall be 
subject to such terms and conditions, shall be issued in such manner and at 
such times and sold at such prices as have been or as may be approved by the 
Secretary of the Treasury. 

What that leaves the TVA Board to decide, I do not know. 

Senator Busu. Well, you have to decide what those things shall be 
so he can approve them. 

Senator McNamara. This implies prior approval, does it not? 

Senator Busu. In working it out, of course. 

Mr. Swipier. It means we can do nothing of which he does not 
approve and nothing that does not square with his conception of the 
way we ought to function, the kind of documents we ought to issue, 
the kind of covenants we ought to enter into, the interest rates, and 
everything else. 

Senator Gore. Mr. Wessenauer, as manager of the power system, 
if we can draft into legislation the apparent meeting of minds— 
maybe there is not an exact meeting of minds here, “but the near 
meeting of minds here, that the managerial functions that the ad- 
ministrative decision remain in the TVA Board of Directors, with 
the requirement that there be the closest of cooperation between the 
TVA Board of Directors and the Treasury Department as to actual 
issuance of bonds and terms of bonds, et cetera, would that seriously 
interfere with the operation of the TVA power system? Would that 
accommodate your situation, the TVA situation, insofar as this par- 
ticular problem is concerned ? 

Mr. WessenAver. If I understand you, Senator, you are saying we 
would be required to seek and have the advice of the Secretary of the 
Treasury, but the decisions regarding these details would be with the 
TVA Board. I think that would be a practical answer. 

As a matter of fact, I think that sort of answer is utilized already 
in the case of some other Government corporations. 

Mr. Swiprer. I would like to refer you, Senator Gore, for a pat- 
tern which is already established, to subsection (d) of that same sec- 
tion. It provides that the provisions of subsections (a) and (b)— 
(a) is the one I just read to you—are not applicable to a number of 
corporations, except that each such corporation shall be required to 
consult with the Secretary of the Treasury before taking any action 
under subsections (a) and (b) of the section. And in the event an 
agreement is not reached, the Secretary of the Treasury may make a 
report in writing to the corporation, to the President, and to the 
Congress, stating the grounds of his disagreement. 

Senator Bus. The gentleman has not read the names of those 
exempted there, but it is quite a different type of agency from what 
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you are talking about, because the TVA is going to issue a revenue 
bond, which is very much like a Government bond, and these agencies 
are not issuing any obligations to that degree. 

Mr. Swipter. | ‘think it would go the other w: ay, Senator. It would 
seem that a corporation like TV A, having the re sponsibility to build 
capacity ahead of load and undertaking to fill the power require 
ments of a very large region, would be the one that would require 
the greatest nett of flexibility. 

Senator Busu. I do not think I made myself clear. 

The point is that TVA will come directly into conflict with the 
Government bond market. It has to come right into the Gevern 
ment bond market to sell the obligations of which you speak. Now, 
these institutions do not. 

Mr. Swipter. I do not understand it that way, Senator Bush, be 
cause these would be revenue bonds. 

Senator Gore. Let me read this into the record at this point, the 
corporations for which exemptions are made: Federal intermediate 
credit banks, production credit corporations, the Central Bank for 
Cooperatives, regional banks for cooperatives, or Federal land banks. 

Does that complete the list ¢ 

Mr. Swipter. Yes. 

Senator McNamara. Generally described under the heading of 
“Mixed Ownership Government Corporations,” so this is different. 

Senator Hruska. From which the Government capital has been 
entirely withdrawn. 

That is not this situation. 

Mr. Swipter. Those are not all mixed corporations. 

Senator Gore. Which are not? 

Mr. Swipcer. Of those which have borrowing authority, the inter- 
mediate credit banks, lam told,arenot. The others are. 

Mr. McNamara. Federal intermediate credit banks ? 

Mr. Swipter. Yes. 

Mr. McNamara. Whoare the stockholders there ? 

Mr. Swipter. They are wholly owned. 

Senator Gore. Wholly Government-owned / 

Mr. Swipter. Yes. The others are mixed. 

Senator Gore. What kind of debentures does that corporation 
issue / 

Mr. Swipter. I would like to have Mr. Heath, of the legal staff of 
TVA, answer that question. 

Mr. Hearn. Those are very short-term debentures, usually less 
than 1 year, secured 100 percent by collateral such as cash or Govern- 
ment bonds or discounted notes. 

Senator Gore. In what denominations or amounts? 

Mr. Hearn. I do not know in what denominations, sir. They 
have been issuing in recent years, if my memory is right, close to 
$1 billion annually. 

Senator Gore. So it is quite sizable. 

Any questions, Senator Bush ? 

Senator Busu. Yes. I just wanted to emphasize that it is a short- 
term money-market operation and would not in any way be compar- 
able to this TVA, long-term bond. 

Senator Hruska. Mr. Chairman, I am wondering. I think there 
is a good deal to what you say. I do not know that we are too far 
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apart on this. It is just a matter, perhaps, of one viewpoint being a 
little more scared of possible ghosts and the other being scared of 
other possible ghosts. 

I wonder if we could get enlightenment, inasmuch as you say this 
will be scanned by a great many people, and I think it is quite vital. 
I wonder if we could not get a witness or two from the Terasury 
Department to tell us how they construe and apply and administer 
this section 868, in this Corporations Control Act, so that we will 
know whether your fears are well grounded, or not. 

I do not think that TVA should be unduly hamstrung in this opera- 
ation, and if there is some reason in the past history of the applica- 
tion - this section which would indicate that, it should be relieved 
a little. 

On the other hand, it may be that we are concerned about something 
which actually does not exist. 

Senator Gore. I think the suggestion is good, and I would like 
also to add this suggestion, that we invite the Bureau of the Budget 
to testify, if they would desire to. 

Senator Hruska. That would be very fine. 

Senator Gore. Shall we have a motion ? 

Senator Kerr is not here. 

Senator BusH. We will leave it to you as acting chairman to 
arrange. 

Senator Gore. If that is agreeable to Senator Kerr—and I am 
sure it will be—we will ask the clerk of the committee to invite the 
Treasury Department to testify and also the Bureau of the Budget. 

General Vogel. 

Mr. Voce. I might throw just a little light on this because I have 
had a very brief conversation with the Assistant Secretary of the 
Treasury, and I was assured that this has become such a routine 
matter with the people in the Treasury Department that they have 
encountered no difficulties with the organizations for which they have 
given approval, that it has become a rather routine thing and that 
it is handled within a very brief space of time. 

I am sure you will get the same answers from those people you have 
just decided to talk to, but I thought I should pass on to you the 
information which I have received on that score. 

Senator Busu. Mr. Chairman, I think that one can see that the gen- 
eral is right, because what is going to happen as a practical matter is 
that the TVA is going to plan their issues and they are going to say 
“We are going to issue and a half’s for 30 years, and so forth, 
and this sinking fund, and this and that,” and then the Treasury will 
review it. 

It may suggest some change, which may be for the benefit of the 
issue, but I can see just how that would work, and it should not be 
really any burden to the TVA, at all. 

They might pick up a good idea now and then from the Treasury. 
That is what will happen as a practical thing, under the language of 
the Corporations Control Act. 

Mr. Swipter. I would like to read an excerpt from the House hear- 


ings on the 1949 Government Corporation appropriations bill relating 


to the item for the Farm Credit Administration. 
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Mr. Duggan, the Governor of FCA, was the witness, and he testi- 
fied as follows: 

When we went forward and refinanced our outstanding consolidated land bank 
bonds, we asked to be permitted to sell bonds with a 20-year maturity. Because 
the bonds are made over a period of 30 years or longer, we felt it was unwise 
to sell only short-term bonds. 

Mr. PLoEsER. I think that is proper. 

Mr. DuGGan. But the Treasury would not let us do that. They would not 
allow us to sell any bonds for any period longer than 10 years, and also required 
us to sell some 3- and 6-year bonds and some 5- and 8-year bonds. 

That quotation is from page 96 of the House hearings on H. R. 
6481, 80th Congress, Ist session. 

Senator Hruska. I suggest at that point in the record, as we now 
propose we have the Treasury people here to testify on that, we do 
not have it now. 

Mr. Swipter. You can see from our point of view that TVA would 
not havé assurance that it would be able to sell bonds on the terms and 
at the times desirable in the conduct of the business. 

Senator Hruska. I would not want to say that is unduly burden- 
some or improper unless we had the reasons advanced and used by 
the Treasury and those reasons prove not to be good. They may have 
been good. 

Mr. Swipter. I do not say they were bad reasons. ‘They may have 
been good. I just say that we cannot assume the review by the Treas- 
ury W vould be merely routine. 

Mr. Wessenaver. I think we should recognize that revenue bonds 
contain a lot of covenants and pledges that you may not find in other 
issues that go directly to the management of the system. 

You are pledging, for example, to charge r ates adequate to provide 
certain coverage of debt service, and one of the questions that the 
management must decide is whether it provides a greater coverage 
and gets a lower interest rate, or provides a smaller coverage and pays 
a higher cost of money. It should base that decision on how it will 
affect operations and rates and the management of the power system. 

I strongly urge that that decision should be left with the man: ige- 
ment of the power system which must take into account all these fac- 
tors which are not related to the concern of the Treasury about its 
management of the public debt. 

Senator Hruska. Of course, overriding the actions and the judg- 
ment of both your Directors and those of the Treasury is the man 
who is going to buy the bonds, and you will have to shape things 
along the line that strikes him as being practical and good, or he 
won’t buy them. 

Mr. Wessenaver. He will have a lot of influence that is true, Sena- 
tor, and I believe that makes my point a little stronger, because the 
man who has to pay it and the man who is offering the money—TVA 
or the consumers of TVA power and the bond buy ers—the bargain 
ought to be made as closely between those two as it can be. 

enator Gore. Well, Mr. Wessenauer, and gentlemen of the com- 
mittee, of course this question really comes down to the policy which 
this committee and, ultimately, the Congress must decide. 

Obviously, we cannot finish either today or tomorrow. There are 
several witnesses, I will say to the committee, who have asked to 
testify, who have come here great distances and they have been noti- 
fied to come today. 
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I wonder if it would be agreeable with the committee for Mr. 
Wessenauer, the TVA manager—for the TVA and Government wit- 
nesses to stand aside and let these people testify this afternoon, who 
have come great distances, with an appointment for today. 

Senator Hruska. It surely would be with me. 

Senator Busu. Surely. 

Senator Gorr. Then, Mr. Wessenauer, your testimony will be re- 
sumed—well, let us say, in the absence of Senator Kerr, tentatively 
scheduled to be resumed Tuesday, and if it is agreeable with Senator 
Kerr, we will also notify the Bureau of the Budget and the Treasury 
that we are on this particular question and that their testimony will 
be expected to follow Mr. Wessenauer’s. 

With that understanding, the committee will stand in recess until 
2 p. m., this afternoon, when the public witnesses will be heard. 

(Whereupon, at 12:05 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) . 


AFTERNOON SESSION 


Senator Gore (presiding}. The committee will resume. 

The Chair will recognize Mr. Hundley. 

Mr. Hunptey. J. C. Hundley, executive manager of the Tennessee 
Rural Electric Cooperative Association. 

Senator Gore. The committee is glad to have you appear, Mr. 
Hundley, and you may proceed with your statement. 


STATEMENT OF J. C. HUNDLEY, EXECUTIVE MANAGER OF THE 
TENNESSEE RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Hunotey. The Tennessee Rural Electric Cooperative Asso- 
ciation is the State service organization of rural electric cooperatives 
serving over 250,000 meters or around 1 million rural Tennesseans. 

With your permission, I will file my statement after commenting 
briefly upon a few points contained in tlfe statement. 

I appreciate the opportunity afforded me to represent our state- 
wide rural electric cooperative association in behalf of an adequate 
financing plan for the Tennessee Vally Authority. 

To provide a basis for our consideration, I would like to mention a 
few fundamental facts. Our people in their homes, on their farms, 
in business and industry, are increasing their electrical usage from 12 
percent to 14 percent per year. This does not include the demands 
on TVA by the Federal Government in the great atomic energy in- 
stallations and other Federal defense plants. 

Approximately half of TVA’s entire output is going into Federal 
Government installations for the protection of this great country. 
Supplying electric power for the citizens in their everyday endeavors 
demands that TVA must add around 750,000 kilowatts of generating 
capacity each year. This amounts to the addition of a New Johnson- 
ville steam plant each year to meet the non-Government demands upon 
TVA. 

Over 95 percent of our farms are provided service through the rural 
electric cooperatives formed and operated by the people themselves. 
Refore TVA, only 3 percent of these farms had electric service. 
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Over $90 millions have been invested by our cooperatives in their 
electric distribution systems for serving our members. Funds, for 
the most part, for capital expansion were borrowed from the Rural 
Electrification Admimistration. Notes were signed by our coopera 
tive trustees, in good faith, that electrical use and operating cost, in 
cluding wholesale power costs, would remain within bounds so that 
the notes could be repaid. 

We have 20-year power contracts with TVA. TVA is our sole 
supplier. 

To meet its obligations and so that our rural electric cooperatives 
and the municipal distributors can meet their obligations and respon 
sibilities, TVA must have $150 million every year to keep pace with 
the power needed for the normal economic growth in the TVA service 
area. It should also be pointed out here that TV A’s growth is vertical 
and not horizontal. 

For years attacks have been made on TVA for requesting the Con- 
gress for appropriations, and we see nothing wrong in the appropria- 
tions route. Attacks on TVA have taken such low levels as to call 
it socialistic and subsidized when the facts show differently. 

These attacks may have speeded up a self-financing plan, but for 
several years the TVA officials have been preparing for such a time 
when other sources of capital would have to be found. As usual, the 
TVA people were wide awake and ready. 

As requested, TV A has submitted a self-financing plan. We believe 
this plan or one very similar to be desirable. In any event, we ur- 
gently request you gentlemen to support an adequate and reasonable 
finance plan for TVA and not allow strangling restrictions to be 
placed upon it. 

We have accepted the responsibility of rendering electric service to 
our people. We respectfully request this committee and the Con- 
gress to give every consideration to our sincere efforts to fulfill our 
responsibility. 

Senator Gore. Thank you, very much, Mr. Hundley. 

If there are no questions, the next witness is Mr. Sutton, of Raleigh, 
N.C., representing the United States Chamber of Commerce. 


STATEMENT OF LOUIS V. SUTTON, CHAMBER OF COMMERCE OF THE 
UNITED STATES, ACCOMPANIED BY RICHARD W. SMITH, MAN- 
AGER, NATURAL RESOURCES DEPARTMENT, CHAMBER OF COM- 
MERCE OF THE UNITED STATES 


Mr. Surron. I would first like to express my appreciation for your 
hearing me at this time. 

My name is Louis V. Sutton. I am president and chairman of the 
board, Carolina Power & Light Co., Raleigh, N.C. I am an engineer 
by profession, and have spent most of my life in the Southeast. I am 
familiar with the Tennessee Valley Authority from its beginning. 

I am here today in behalf of the Chamber of Commerce of the 
United States of America, a federation of 3,100 business organiza- 
tions, with an underlying membership of more than 1,650,000. I 
served on the chamber’s natural resources committee from 1952 to 
1955. 

I have with me Mr. Richard W. Smith, manager of the natural re- 
sources department, Chamber of Commerce of the United States. 
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The Chamber of Commerce of the United States urges your com- 
mittee not to approve S. 2373. This bill proposes a new device for 
perpetuating and enlarging the TVA electric power system. 

Senator Gore. What do you mean by perpetuating it / 

Mr. Sutron. Continuing it. 

Senator Gore. Do you mean it should be stopped ¢ 

Mr. Surron. I think its present activities, of the form now en- 
gaged in, should be stopped. 

Senator Gore. You are not in favor of continuing? 

Mr. Sutron. The chamber is definitely against continuing TVA, 
as it is at the present time. 

Senator Gore. You mean you do not wish it to have additional gen- 
erating capacity ? 

Mr. Surron. That is correct. And expanding its territory and 
continuing its development, as it has been doing, at a continuing drain 
on the taxpayers of the country. 

Senator Gore. In other wae: you are against continuing the TVA 
as it is, or as proposed in this bill? 

Mr. Surron. That is correct. 

Senator Gore. Very well. 

Mr. Surron. We believe that merely changing the method of fi- 
nancing this unregulated Federal monopoly does not resolve the basic 
issue, that Government should not use taxpayers’ money to provide 
electric service for any section or area of the country. 

S. 2373 does not remove the obligation of the Federal Government 
in the TVA area, but instead proposes to continue both Federal ap- 
propriations and the use of Federal credit to support additional bor- 
rowing from taxpayers. 

Senator Gore. Why do you say borrowing from taxpayers? Does 
not your company borrow from the same taxpayers? If these bonds 
are sold to the public, they will be sold in the same way that your 
company sells its bond to the public. Why do you say taxpayers? 

Mr. Surron. First, I do not think they will be sold in the same 
way, because they will have the backing of the Federal Government 
and the taxpayers. 

Senator aaa At any rate, if the bonds are sold to the public—your 
bonds are likewise sold to the public, is that not right? 

Mr. Sutrron. That is correct. 

Senator Gore. Do you regard that you sell your bonds to the tax- 
payers or to the public? 

Mr. Surron. We sell them to the public. We may sell some to tax- 
ayers in our part of the country, but the money we get from the 
onds is invested in the property serving the territory in which we are 

located. 

As a matter of principle, the national chamber is firmly opposed to 
the Federal Government constructing steam-electric plants or any 
dam for purely power purposes. Nearly three-fourths of the total 
assets of the TVA are in power facilities, and the investment is 
increasing rapidly. 

Not only should further Federal investment in TVA power be 
halted, but the existing investment should be repaid to the taxpayers 
of the country. 

It is time for the people of the TVA area to become self-supporting 
in their power supply. They should no longer need financial assistance 
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from other taxpayers for a service which they could provide for 
themselves. 

The chamber recommends that TVA be relieved of its function of 
producing and transmitting electric power and be confined to the du- 
ties of conducting its authorized nonpower functions. 

We believe that, eventually, the TVA power facilities should be 
transferred to local ownership and operation. This should include 
transmission lines and the steam and hydroelectric plants at TVA 
dams but not the dams or other related features. 

It is evident, however, that TV A’s rate structure is highly unrealis- 
tic, and any abrupt shift in ownership would encounter the serious 
problem of production costs exceeding power revenues. Power rates 
now hana by TVA are insufficient to cover such costs as interests 
and taxes, and new owners of TV A’s system would be required to raise 
their rates immediately. 

Studies by the national chamber have shown that TVA power is 
being sold at rates which, when ex: amined in the light of sound account- 
ing procedure, are recovering only a portion of the true costs. The 
remaining portion of the real power cost is the subsidy paid to TVA 
customers by the Nation’s taxpayers. 

The national chamber has prepared a very complete report that 
has been printed and distributed. In this report we have prepared 
a comparison of TV A’s charges with those required by a private utility 
operating a similar system. The difference between the two is a meas- 
ure of the TVA subsidy because it shows the added costs of producing 
power that have been neglected by TVA. Here are some important 
figures from our study, showing that the Federal subsidy includes: 

- $284,457,000 additional interest on power investment if TVA 
were owned and operated as a private utility. 

346,447,000 additional taxes not paid by TVA but required 
ofa , compar: able private utility. 

3. $30,359,000 additional charges resulting from TV A’s higher allo- 

cations to navigation and flood control features of multipurpose 
projects. 

The total of these amounts is $661,263,000 in unrecovered costs. 

Thus, the first step toward ultimate local ownership and operation 
of electric power facilities in the TVA area is to require TVA, with 
the advice and consent of the Federal Power Commission, to adopt 
power rates which would cover all costs of production, transmission, 
amortization and interest on the remaining Federal investment, and 
the full equivalent of local, State, and Federal taxes. 

Even at such increased rates as would thus be required, consumers 
of TVA power would still be buying a competitive product at rates 
lower than those required by private enterprise. 

This is true because Government interest rates are lower, unpaid 
interest has been reinvested in TVA power facilities, allocations of 
costs of multipurpose projects to navigation and flood control have 
reduced the apparent cost of power, and TVA’s costs have never in- 
cluded interest during construction, or workman’s compensation. 

The TVA Act instructs TVA to sell surplus power to public and 
private agencies with preference to the former, and to give primary 
attention to the needs of domestic and rural customers. Much of this 
original act was a major departure from previous national policies. 
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TVA has been in operation for more than 20 years, but the direction 
has not been entirely consistent with the original congressional author- 
ization. TVA has gone far beyond the definition of “surplus power.” 

In addition, it has ceased to give primary attention to domestic 
and rural customers. Its annual report for 1954, for example, shows 
that nonpreference customers received 12 billion kilowatt-hours of 
energy and the statutory preference customers—cooperatives and 
municipalities—received 11 billion kilowatt-hours of energy. 

Obviously, both types of customers have come to depend on TVA 
for power. If, however, the large or nonpreference power users were 
to furnish their own needs, TVA’s present power supply, plus the 
capacity under construction, would be sufficient to take care of the 
rural and domestic needs for many years in the future. 

Therefore, the national chamber believes that additional power 
capacity in the TVA area should be provided by the power users them- 
selves rather than by the Federal Government through TVA. We 
recommend that your committee, instead of approving S. 2373, adopt 
the following 10-point program and write new legislation to make it 
effective: 

1. Establish a firm policy that no further funds from either Federal 
appropriations or revenue bonds be used for construction or operation 
of TV A’s power facilities. 

2. Require TVA to develop a new power-rate structure, in collabo- 
ration with the Federal Power Comsission, which will reflect all costs, 
including interest, taxes, and amortization on a sound business basis. 

3. Free TV A’s distributing agencies from the “sole supplier” clause 
of their contracts with TVA so that they may (1) purchase power 
elsewhere; (2) build and operate powerplants of their own, but not 
under lease or lease-purchase arrangements with TVA; or (3) sell 
power to TVA at full-cost rates approved by the Federal Power Com- 
mission. 

4. Require TVA to continue repaying to the Treasury within 40 
years, or less, the funds invested in power, and to pay interest on the 
remaining Treasury investment at current rates of interest on long- 
term Treasury bonds. 

5. Require TVA to pay to local and State governments the full 
equivalent of local and State taxes on like private enterprises. 

6. Require TVA to pay into the Treasury, in addition to the prin- 
cipal and interest on invested funds, a suitable percentage of gross 
revenue in lieu of, and in line with, Federal income taxes. 

7. Require TVA to pay to the Treasury the depreciation accruals 
and surplus revenues, after other obligations have been met. 

8. Until all Federal funds have been paid back, with full interest, 
require that Congress retain full control of TVA policies; require 
that the present system of annual audits by the General Accounting 
Office be continued ; and require that TVA comply with the Govern- 
ment Corporation Control Act regarding the deposit of its funds in 
the United States Treasury. 

9. Limit TVA to its present service area. 

I think that is the most important one. Being an engineer, I was 
impressed with the discussion this morning and one point particularly. 
When they spoke of transmission distances, the statement was made 
that 175 miles was a feasible distance. I recall at the time that state- 
ment was made, most of the transmission lines were from 110,000 to 





cs aint ee ARE ania ill ii tt: Mt A AG tl EL YL OO At AON LO NE el NAN ON Ri * Tt NAAR As ih CE ae elt CS ti, AOE RN TI is 


x 


snutvaladl i 


Lani 





TENNESSEE VALLEY AUTHORITY FINANCING 135 


150,000 volts. Today we have in North Carolina, 220,01 0-volt trans- 
mission lines. Through Ohio, they are building 330,000-volt trans- 
mission lines. Such lines will have double or more » the transmission 
distance capacity. Los Angeles, today, is receiving power from 
Boulder Dam, a distance of 285 miles, or ‘thereabouts. 

10. Permit local private or public power agencies to purchase all 
or any part of TV A’s powerplants and transmission facilities, without 
preference as to whether the agency is public or private. 

This program will correct most of the injustices which now exist 
and will accomplish much that should be done in the interest of the 
Federal taxpayers. 

The Hoover Commission Task Force on Water Resources and Power 
made practically these same recommendations in regard to TVA. The 
full Hoover Commission, however, did not agree with the recommenda- 
tion of its task force that TVA’s steam plants and transmission facil- 
ities should be sold to local agencies. 

Instead, it recomm rec ation No. 10—that no further 
steam plants be built by TVA and that provision be made for the 
“equation” of its powerload by interconnection with the grids of 
neighboring power systems. 





REVENUE BONDS 


2373 would give TVA the authority to issue, at the discretion of 
the TVA Board of Directors, its own revenue bonds, not guaranteed 
by the Treasury, which could be sold to the public, or, ‘by mutual 
agreement, to the Treasury. These bonds would be exempt from State 
and local taxation but not from Federal taxation. 

The national chamber opposes financing new TVA power facilities 
through the sale of revenue bonds because this method « oan parts from 
the basic principle that all Federal spending for Federal activities 
should be subject to strict congressional control and scrutiny in the 
interest of all the taxpayers. 

We oppose the use of revenue bonds by TVA because it would also 
circumvent Federal debt-limit provisions. 

Advocates of this method contend that the revenue bonds would not 
be a debt of the Federal Government. It is true that, in the case of 
municipalities and State districts, lawyers have so written the in- 
dentures that, from a strictly technical legal viewpoint, revenue bonds 
may not be considered debt chargeable against the municipal or State 
debt limits. 

But after all, the obligation represents a promise to pay. From a 
fiscal, economic, and moral standpoint, it isa debt. In those instances 
wherein it is left out of balance sheet and income statements, inde- 
pendent auditors always cover it fully in supplemental statements or 
notes to the financial statements. 

The proposed TVA revenue bonds would represent debt of the Fed- 
eral Government. Furthermore, such debt is of a preferred type, 
inasmuch as it has prior claim on earnings. Other obligations are 
subordinated, which means that repayment of the appropriations in- 
vestment—taxpayers’ dollars already converted to TV A assets—comes 
far down the list. The only real solution to eliminating the present and 
the proposed additional public debt in TVA is to terminate TVA’s 
power operations as a Federal obligation. 
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A further objection is that the issuance of revenue bonds by Federal 
agencies would not be subject to congressional and Budget Bureau ap- 
proval, or regulation by the Securities and Exchange Commission or 
any other regulatory body. Thus, TVA would not have to file even a 
revealing registration statement. 


LEASE OR LEASE PURCHASE 


S. 2373 also contemplates that additional power capacity for TVA 
might be obtained under lease or lease-purchase agreements with 
TVA’s customers or distributing agencies. This would enable non- 
Federal bodies to build their own powerplants and sell power to TVA 
for resale to TVA’s customers. 

Under such arrangements, TVA would be an unnecessary middle- 
man, and the local agencies would be under a two-way obligation with 
respect to TVA. 

A recent publication of an organization known as Citizens for TVA 
explains what is proposed, in the following words: 

A lease-purchase agreement could be made. The agency would raise the 
money, and the plant which would be constructed might be operated by TVA 
under a long-term lease. The rentals paid by TVA would cover the cost of the 
plant and interest, and TVA would get the plant when the cost had been fully 
paid off. The plant would be operated as an integral part of the TVA system. 
This would make for the most economical production of power. 

This device would not only disguise the debt but would also enable 
TVA to circumvent the will of the Congress. It certainly would be 
an unwise grant of power to any agency of Government. 

The national chamber opposes both the direct method of TVA 
financing by revenue bonds and the indirect method of revenue bonds 
issued by local governmental agencies for constructing power capac- 
ities in excess of their own needs for the purpose of lease to TVA. 

Senator Kerr. You favor the adequate financing of it by appropria- 
tion by the Congress. 

Mr. Sutton. No; we are opposed to it. We do not support it. 

Senator Kerr. How would you favor financing it? 

Mr. Surron. I outlined that in my statement before. 

Senator Kerr. The chairman got here late and if you don’t care 
to give me the information. 

Mr. Sutton. I would be glad to do that. 

Senator Kerr. Fine. 

Mr. Sutton. We think, first of all, the area of TVA should be 
established where it is. 

Senator Kerr. Now, God Almighty did that. 

Mr. Surron. I would prefer to enact a law showing that that part 
of the area which TVA supplies with power should be circumscribed 
and stopped where it now is. That is No.1. No. 2, I think the large 
industries and large municipalities should take care of their own 
needs. I do not feel that it is an obligation of the taxpayers of the 
country to provide subsidized, cheap power to the large municipalities 
or the large industries. As a matter of fact, as I stated, the act 
specifies the preference customers that should be taken care of, and 
last year, TVA supplied more power to the nonpreference customers 
than they did to their preference customers. 
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I have here a statement made by Mr. Krug, I think it was, in which 
he said that in about 20 years TVA could discontinue serving those 
large customers and then they could take that power and turn it over 
to their ordinary preference customers. 

Senator Kerr. May I ask you this question / 

Mr. Surron. I am delighted. 

Senator Kerr. Ifthe Congress decides to continue and expand TV A, 
what would be your recommendation as to the best method to finance it? 

Mr. Surron. If Congress wants TV A—— 

Senator Kerr. If they decide whether they want it or not. 

Mr. Sutton. If they decide they want to continue to develon it. 

Senator Kerr. If they decide they are going to continue it. How 
would you recommend they finance it 

Mr. Sutrron. As a lesser of two evils that it be under control of 
the Congress by appropriations, such as they have made in the past, 
clearly stated so everyone knows what the appropriations are made 
for. 

Senator Kerr. Thank you. 

Mr. Surron. We believe that the local public agencies that purchase 
power from TVA should be freed from the restrictive “sole supplier” 
clause of their contracts with TVA and be allowed to purchase power 
elsewhere or develop their own power for their own use. Any power 
thus developed and not needed locally might be sold to TVA, but this 
should be done only under power-sales contracts in which ‘TV A gains 
no equity in the local investment. This power should be sold at full- 
cost rates approved by the Federal Power Commission. 

Under a lease or lease-purchase plan, any local agency also would 
have to issue revenue or general obligation bonds. Such securities 
would be tax-exempt and might be marketed more readily than those 
proposed to be issued by TVA which would be taxed. This would 
make a lease-purchase deal attractive to both TVA and the local 
agency. 

In speaking about the possible use of outside financing a TVA 
press release of April 5, 1955, uses the following statement: 

An agency which might otherwise be able to finance a plant might not be 
qualified to design and build it. TVA should be authorized to provide engineer- 
ing and construction services in such cases, 

Here is a proposal to put the Federal Government into competition 
with private engineers and contractors. TVA already has forced out 
all competition in the production and distribution of electric energy 
in an 80,000-square-mile area. TVA’s operations already have had a 
detrimental effect on such industries as insurance, coal, transportation, 
fertilizer, and natural gas. We are against Government engineering 
and construction forces bidding against private industry. 

If Memphis or any other municipality or public body in the TVA 
area should follow this lease-purchase course, their revenue bonds 
would be, in effect, an obligation of the Federal Government. 

Senator Kerr. Just a moment. If Memphis were to follow this 
course and have a program similar to this, you say that the revenue 
bonds of the city of Memphis would be an obligation of the Federal 
Government ? 

Mr. Surron. Yes. I said in the statement, if Memphis was to issue 
bonds, revenue bonds, for the building of its plant in Memphis, and 
then TVA entered into a lease-purchase agreement, taking over that 








138 TENNESSEE VALLEY AUTHORITY FINANCING 


obligation—and according to the bill, the interest and repayments 
would come ahead of the obligations of the Federal Government—that 
is, it would therefore come in ahead of them and it would be an obli- 
gation of the Federal Government. And the TVA would get, by a 
devious route, something that Congress has refused to give them 
directly. 

Senator Kerr. Do you mean if they were to accomplish something in 
accordance with the purpose of this bill, if enacted by the Congress, 
that that would be a devious route, without authority of the Congress? 

Mr. Surron. I did not say the bill. Isaid if Memphis builds a plant, 
on revenue bonds. They are revenue bonds of the city of Memphis. 
And if TVA enters into a lease-purchase agreement, then TVA would 
not issue any bonds on that account. 

Senator Kerr. Where do you find the suggestion that TVA enters 
into a lease-purchase agreement ? 

Mr. Surron. I refer to that on page 8 of my testimony, quoting 
from a publication by Citizens for TVA. I will read that, if the 
Senator desires. 

Senator Kerr. I was here when you read it a while ago. 

I asked you if they did something in accordance with the law of 
the Congress, if that would be a devious route to evade the will of the 
Congress. 

Mr. Surron. In my opinion, if the Congress refuses to appropriate 
funds or authorize the building of the Fulton plant and then through 
this method Memphis builds the plant and TVA acquires it, I would 
say TVA is obtaining by indirection, what Congress has refused to 
give them directly. 

Senator Kerr. Do you think they have authority under the present 
law to do that? 

Mr. Sutton. I do not know. 

Senator Kerr. Well, are you talking about something you do not 
know anything about ? 

Mr. Sutton. I know a little bit about TVA. I have watched it 
over the years, and they have done lots of things that we did not think 
they had a right to do. 

Senator Kerr. If you do not know what the law is, how do you 
know whether they have a right to do it? 

Mr. Surron. I think under the proposed law, according to the 
statement that I have read by the Citizens for TVA, they would have 
the right. 

Senator Kerr. I thought you said that the statement you read from 
there did not have reference to a proposed law, but to existing law. 

Mr. Surron. No. I think this has reference to the bills now before 
the Congress which they hope will accomplish that. 

Senator Kerr. Then your remarks describing a probable or possi- 
ble action as being a devious procedure to avoid or defeat the will of 
Congress was with reference to something they would have a right to 
do under the proposed bill ? 

Mr. Sutron. I think so. 

Senator Kerr. Well, if Congress passes the bill giving them the au- 
thority to do that, then would their doing an authorized act under the 
law passed by the Congress, be a devious procedure, calculated to 
defeat the will of Congress? Is that what I understand you to be 
telling the committee ? 
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Mr. Surron. Well, it seems to me that within the powers of that 
bill- -within the provisions of that bill they are accomplishing some 
thing that has been denied them in the past. 

Now, Senator, I appreciate the privilege of coming before you 
and I am here to throw these things out, to try to be of some help to 
you gentlemen in solving this problem, and it is not my intent to try 
to tell you what to do, or to suggest. But to the ch: imber, it seems like 
these are things of interest that we would like to present to you, and 
the chamber’s position is what I am stating. 

Senator Kerr. You are here as a welcome witness, with a perfect 
right to express your self in any language you want to. 

‘T trust that I am not discourteous in my questions. 

Mr. Surron. You are not. 

Senator Kerr. When a witness sits there and tells this committee, 
of which I am a member, that we are considering the enactment of 
a law which, if passed, would create a situation where a creature 
effected by the law would be doing something that was devious and 
calculated to defeat the will of the Congress, it is language that I feel, 
from the standpoint of my underst: nding of it, and the realization by 
the witness of the significance of it, that the record should show very 
clearly what the witness had in mind. I feel that you are entitled 
to that. 

I was just trying to help clarify in the record, at least so I would 
understand it better, and others who might not have any greater 
oe than I, just what it was that you were desc ribing as 

“devious act, calculated to defeat the will of the Congress.” 

* a Sutron. I think that is a feeling of the National Chamber of 
Commerce, as well as myself. 

Senator Kerr. That is marvelous for you both to describe your 
feeling and express your thoughts, and I think the committee is grate- 
ful to you for advising us that you think that if we pass a bill author- 
izing something, that the creature thus authorized, in doing it, would 
be operating in a devious manner and committing a devious act, on 
a devious course, calculated to defeat the will of the Congress. 

Mr. Sutton. It is very likely that the arrangement we have referred 
to can be done under the present act. 

Senator Kerr. Do you think Congress is aware of what can be done 
under one of the acts it passes ? 

Mr. Sutron. My observation is that there are a lot of things in the 
acts and a lot of things are done, that Congress did not intend being 
done, and I thought “that calling this to the attention of the com- 
mittee, if you thought that this was sound, you might in the act take 
measures to stop that. 

Senator Kerr. In other words, you think we'd better deal pretty 

carefully with this TVA crowd on account of they are liable to get 
in a position by something we pass here in the way of authority and 
then operate in a devious way to defeat o will of the Congress ? 

Mr. Sutton. I think I will have to say “yes” to that. 

Senator Kerr. General Vogel is the ‘ha airman of TVA, and Dr. 
Curtis and Dr. Paty are the ‘other two members of the Board. To 
which of them was the remark particularly addressed, or was it 
addressed “to whom it may concern”? 
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Mr. Surron. Not to the persons but to the past record of TVA. I 
am basing what might be done in the future on what has been done in 
the past. 

Senator Kerr. Then you are putting them in the same category 
with what has been done in the past? 

Mr. Sutton. No; I have never met any of the present directors. 

Senator Kerr. Then would it be too great a burden to assume that 
they are honorable gentlemen with a sense of integrity and duty and 
that they might just possibly carry out the will of Congress instead 
of trying to defeat it? 

Mr. Sutton. I do not question their being men of character and 
integrity and would endeavor to do what they felt was best for the 
TVA. 

Senator Kerr. Then your comment on the probable devious be- 
havior was caused by your feeling of what has been done and not by 
reason of any purpose on your part to reflect on the present personnel # 

Mr. Sutton. I have no intention of reflecting on the present per- 
sonnel. 

Now, since you have brought that up, let me take a—— 

Senator Kerr. No; you brought it up. 

Mr. Sutton. Well, since the point has been raised 

Senator Kerr. Weren’t you the one who brought the word “devi- 
ous” into this? 

Mr. Sutton. I may have. 

Senator Kerr. Then don’t accuse me of it. 

Mr. Sutron. Now, I have here a few things showing the promises 
that TVA has made over the past, taken from the record, and it seems 
from these that as soon as they come out and make a statement that 
they are not going to do something, they immediately go ahead and 
do it. 

Senator Kerr. Now, are you referring to the past officers or the 
present Board of Directors? 

Mr. Sutton. The past officers that are no longer with—well, some 
of them are with it. 

Senator Kerr. The committee is actually more concerned with what 
they are going to do than they are with the history of what has been 
done, but if you want to address yourself to what has been done, you 
have the privilege of doing that. 

Mr. Surron. No, but there is one rule of trying to determine what 
a man is going to do in the future, or what the company is going to 
do in the future, by seeing what their record has been in the past. 

Senator Kerr. I thought you said your remarks were not addressed 
to the present officers in control. 

Mr. Sutton. It is addressed to the committee with respect to legis- 
lation affecting TVA, that may be administered by the officers now 
active, or by others who may succeed them. 

Senator Kerr. But you told the committee that you think the 
present directors are men of integrity and good will and good purpose. 

Mr. Surron. I have never had the pleasure of meeting any of them 
but I have a high regard for them. at 

Senator Kerr. Then you would not want to aim a blunderbuss of 
criticism and castigation which could not hit anybody but them 
when it was based upon your opinion of men of the past, would you? 

Mr. Surron. Yes. I think it is very proper to point out, at the 
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present time, the things that have been done by the TVA over the 
years that I do not think were in line with the program. 

Senator Kerr. I think that is very proper, if you want to do it. 
am just trying to pin it down as to whom you refer. 

Mr. Sutron. Lam referring to the past record. 

Senator Kerr. Then you went to what I thought was a very whole 
some and commendable effort to make it clear that you were not ad 
dressing yourself to the present management of TVA. Is that 
correct ? 

Mr. Surron. That is correct. 

Senator Kerr. In the sense of fairness and equity on your part, 
might we not take the burden off the shoulders of these men who are 
here by removing from their minds the fear that you might be talking 
about them ¢ 

Mr. Sutrron. I am not talking about them. I am talking about the 
past record and, in my judgment, things that should be done, so that 
the TVA will be operated in the future more for the benefit of the 
country asa whole, rather than the area it now serves. 

Senator Kerr. Well, now, that is a very wholesome objective. 

Proceed. 

Maybe I will find some evidence of it in what you say. 

Mr. Sutron. All right, Senator. 

Therefore, the chamber opposes the lease-purchase proposal because 
it is a dangerous devise which, by subterfuge, would perpetuate and 
expand the TVA without relieving Federal taxpayers. Furthermore, 
under this arrangement, Congress would relinquish some of its control 
over TVA, which we believe must be retained and strengthened. 

Senator Kerr. “Strangled,” did you say? 

Mr. SUTTON. Strengthened. 

S. 2373 would not repeal the section of the Ten- 
nessee Valley Authority Act of 1933, as amended, which authorizes 
Federal appropriations to TVA for the construction and maintenance 
of electric power generation and transmission facilities. TVA pro- 

yoses to continue to ask for Federal appropriations, as well as revenue 

nds, as shown by the TV A’s press release of April 5, 1955. 

The chamber believes that no further Federal] a. should be ap- 
propriated to TVA for expansion of its electric power business. Ap- 
propriations would not be needed if TVA’s power operations were 
required to pay their own way. Only by requiring power users to pay 
the full cost of power can revenues be inc reased and the obligation 
of the taxpayers eliminated. 

Expansion plans of TVA show that by 1957 the total generating 

capacity will be about 9.5 million kilowatts. About 2.8 million of this 
are to be allocated to atomic energy installations. 

(From table of TVA power systems and demands, in testimony of 

sudget Director Rowland Hughes, p- 71 of hearings before the Joint 
Committee on Atomic Energy, 83d Cong., Ist sess., on November 4-13, 
1954, General Vogel quoted these figures in testimony November 8, 
1954, recorded on pp. 316 and 317 of these hear ings. ) 

The Atomic Energy Commission might cancel its scheduled power 
demands, leaving TVA with a great excess capacity. We believe it is 
more reasonable to prevent this cost of unused excess capacity by 
curtailing the Federal investment and obtaining any additional power 
needed for the area from other sources. 

66466—55——10 
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For example, during fiscal year 1954, TV A purchased over 3.5 billion 
kilowatt-hours from neighboring utilities. .A substantial amount of 
both primary and secondary power could be obtained from the area 
surrounding TVA. A number of companies have offered to supply 
substantial blocks of primary power. 


INTEREST 


S. 2373 would require TVA to pay into the Treasury interest “equal 
to the computed average interest rate payable by the Treasury upon 
its total marketable public obligations.” Reference: Section (e) 
page 6, lines 18 and 19. 

We recommend that interest should be paid at the rate on equivalent 
long-term Federal bonds, rather than at the average cost of all obliga- 
tions which would be much lower. 


DEPRECIATION ACCRUALS AND RETURN OF APPROPRIATION INVESTMENT 


S. 2373 proposes that TVA be required either to reinvest from 
revenues at least the equivalent of depreciation accruals, or to reduce 
its capital obligations accordingly. We strongly recommend the 
latter alternative. 

Under provisions of S. 2373, amortization and debt service on TVA 
revenue bonds would have first claim on all power revenues after 
payment of operation and maintenance expenses and payments in lieu 
of local and State taxes. Revenues would be used next for repayment 
of interest to the Treasury on appropriated funds. Remaining reve- 
nue, if any, would be either reinvested in power system assets or 
used for debt—revenue bond—retirement and repayment of the 
Federal investment. 

Under this formula, there is no guaranty that TVA would make 
any repayments of the appropriation investment. The chamber rec- 
ommends no change from the present statutory repayment of the 
appropriation investment within 40 years, or less. 


SUMMARY 


The Chamber of Commerce of the United States believes that the 
electric plants and the transmission facilities of TVA should eventu- 
ally be sold to local private or public ownership, thus breaking TV A’s 
unregulated power monopoly. 

The first step toward this objective should be to raise TV A’s power 
rates to cover all costs of production, transmission, amortization, and 
interest on the investment, and an equivalent of Federal, State, and 
local taxes. This recommendation of the chamber is the subject of 
recommendation No. 9 of the Hoover Commission in its report on 
water resources and power. 

TVA has grown from a small agency concerned with resource de- 
velopment and byproduct hydroelectric energy to a vast electric power 
system. Its further expansion would require additional steam- 
generating facilities to be financed at least in part through Federal 
funds provided by the Nation’s taxpayers. We believe this expansion 
and continued drain on the taxpayers must stop. 

Until relieved of its power functions, TVA should be limited to 
its present service area and its existing facilities, and should give its 
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primary attention to the statutory functions of serving domestic and 
rural needs. 

Additional power supply in the area should be provided by the large 
industries al municipalities themselves through independent finan 
ing and individual ownership. Congress should increase rather than 
relinquish its control over TVA activities. 

We oppose the continuation of Federal appropriations, the issu 
ance of revenue bonds, and the lease or lease-purchase arrangements 
with TVA distributors or customers. Each of these methods would 
perpetuate TVA as a federally subsidized system and would not 
make the TVA area self-sufficient in its power needs. 

Until such time as the TVA powerplants and transmission facilities 
can be placed under local ownership and operation, TVA should con 
tinue repaying the Federal investment and pay interest on the re 
maining investment at regular Government rates on long-term obli 
gations. 

The national chamber, therefore, urges this committee to reject 
S. 2373. This bill will do very little, if anything, to assure that the 
present investment of the Nation’s taxpayers will be repaid, or that 
further tax dollars will not be required. 

The chamber urges this committee to adopt the 10-point program 
outlined in this statement. 

I thank you. 

Senator Kerr. Are you familiar with the proposed bill suggested 
and recommended by the Bureau of the Budget? 

Mr. Surron. Yes. 

Senator Kerr. Are you equally opposed to that bill? 

Mr. Surron. We think it is better, but we are opposed to that bill, 
too. 

Senator Kerr. I notice that you are chairman of the board and 
president of the Carolina Power & Light Co., of Raleigh, N. C. 
What office do you hold in the Chamber of Commerce of the United 
States? 

Mr. Surron. I[amamember. I have been a member for years. Our 
company is a member, and I have served for a 3-year term on the 
natural resources committee. 

Senator Kerr. Is the statement that you give here today, the view 
point of the Chamber of Commerce of the United States or that of 
the Carolina Power & Light Co., or both? 

Mr. Surron. It is absolutely and entirely the opinion of the United 
States Chamber of Commerce. This testimony has the approval of 
and was prepared by a committee of the chamber of commerce that 
has supervision of all such matters. I worked with them on that, 
and I concur in the statements that they have made. There were some 
other statements that I would have made, but they did not agree 
with me. They are not in here. 

Senator Kerr. They wanted to tone you down a little. 

Mr. Surron. Maybe it was. I do not know. I would have to ask 
them. 

Senator Kerr. Did the board of directors of the chamber review 
your statement ? 

Mr. Surron. They approved the policy but not this statement 
that follows that policy. 
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Senator Kerr. Could we have a copy of the language of their 
approval ? 

Mr. Sutrron. Now, may I interrupt, Senator? Here is one of.the 
officials of the United States Chamber of Commerce who came along, 
and he is much more familiar with the procedure the chamber follows. 

Senator Kerr. You are sufficiently familiar to speak for them here, 
are you not? 

Mr. Scrron. Yes. 

Senator Kerr. You said that the board of directors—— 

Mr. Surron. Approved the policy. 

Senator Kerr (continuing). Instituted or approved or created 
policy, and all I asked you to do was to give us the language and the 
record of such approval. 

Mr. Surron. Of course, I am not familiar—I could not give you 
that, but I think Mr. Smith could give it to you. 

Mr. Smiru. May I explain, Senator, that the policies of the Cham- 
ber of Commerce of the United States are adopted by the organization 
members of the chamber, the local and State— 

Senator Kerr. Do you mean any member has the right to—— 

Mr. Smrru. Local and State members, and trade associations. They 
are usualy first worded by the appropriate committee of the cham- 
ber—in this case, the natural resources committee. Those proposed 
policy declarations then go to the chamber’s board of directors to 
determine whether they are national in character, timely in impor- 
tance, and general in application. They then go before a policy com- 
mittee to make sure they harmonize with other chamber policies and 
are worded in the best possible manner. 

Then they are sent out to our organization members some 60 days 
in advance of the annual meeting and the delegates of those chambers 
that are members come to the annual meeting and there vote on these 
policy declarations. The policies on which Mr. Sutton’s statement 
are based are of long standing and were reiterated as recently as our 
annual meeting in May. 

Senator Kerr. Are they of sufficiently long standing to be matters 
of record? 

Mr. Smirn. Yes, sir; and we would be glad to submit them for you. 

Senator Kerr. That was the intent of my question and request, 
that the committee be provided with the record showing the policy. 

Mr. Smrru. We will be very glad to do that, sir. 

Senator Kerr. Is the Chamber of Commerce of the United States 
primarily a trade organization ? 

Mr. Sairn. It represents business of all types. 

Senator Kerr. Is it listed as a lobbyist under the law? 

Mr. Sniru. Yes, sir. 

Senator Kerr. Who is their designated representative ? 

Mr. Smirnu. Mr. Clarence Miles, manager of the legislative depart- 
ment. 

Senator Kerr. Thank you very much for your statement. Are 
there any questions? 

Senator Gore. No questions, Mr. Chairman. 

Senator Hruska. No questions, Mr. Chairman. 

Mr. Surron. I wish to again express my appreciation to you 
gentlemen. 
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Senator Kerr. Well, Mr. Sutton, we are just as glad you came as if 
we agreed with you. 

Mr. Surron. I thank you. I am hoping you may agree with me 

Senator Kerr. And in that regard I do not purport to speak for 
anybody but myself. 

Mr. Walter Sammis will be the next witness. 

Mr. Sammis, you are welcome here and we are glad to have your 
statement. You may proceed. 


STATEMENT OF WALTER H. SAMMIS, PRESIDENT, OHIO EDISON CO., 
AKRON, OHIO 


Mr. Sammis. My name is Walter H. Sammis. I am president of 
Ohio Edison Co., an electric utility company with general offices in 
Akron, Ohio, and president of its subsidiary, Pennsylvania Power 
Co., with headquarters at New Castle, Pa. 

I am a past president of the Edison Electric Institute, have served 
on the board of the National Association of Electric Companies 
and have been active in industry affairs more than 30 years. I have 
been asked by representatives of our industry to submit a statement 
to your committee. 

I appreciate the opportunity of being permitted to express an 
opinion in opposition to the proposal that would authorize the Ten- 
nessee Valley Authority (TVA) to issue revenue bonds for the pur- 
pose of financing future additions to its power system. 

This proposal is contained in 8. 2373, introduced by Senator Rob- 
ert S. Kerr. Similar proposals, now pending before the House of 
tepresentatives, are contained in H. R. 6575 and H. R. 6576, identical 
bills introduced by Representatives Clifford Davis and Robert E. 
Jones, Jr., and as modified in important respects by the Bureau of the 
Budget in H. R. 6770, introduced by Representatives Charles A. 
Buckley. 

Senator Gore. Mr. Chairman, may I ask a question ? 

Senator Kerr. Senator Gore 

Senator Gore. I take it by your second paragraph that you and the 
industries for which you speak are opposed to all of the bills listed 
therein ? 

Mr. Sammis. That is correct, Senator Gore. 

Senator Gore. That includes the Budget’s revisions? 

Mr. Sammis. Yes, sir. 

The investor-owned electric utility industry is opposed to the pro- 
posed authorization for issuance of revenue bonds by TVA. The 
only source of funds with which to pay interest on and principal of 
such obligations would be from the sale of electricty, funds which 
even after giving effect to such financing will have been derived for 
the most part from the use of vast amounts of F ederal moneys here- 
tofore furnished interest free to TVA by appropriations by Congress. 

Thus, the proposed revenue bonds would be backed up by proceeds 
from Federal Government expenditures already made and in effect 
subordinated to the new financing. 

Further, the issuance of revenue bonds by TVA would be used to 
complicate and impede, if not to permanently bar, the correction of 
the basic inequities of its existing tax and interest benefits, which 
result in unfair competition and which are so involved in the economics 
of TVA’s electric operations. 
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To permit TVA to issue revenue bonds, as so proposed, would in- 
evitably result, I believe, in the unleashing of tremendous additional 
amounts of subsidized electric power upon an industry already un- 
fairly affected by TV A’s operations. 

TVA, as an unregulated monopoly, could ultimately destroy in- 
vestor-owned companies now serving the areas to which TVA might 
expand, with the resultant loss over the years of billions of dollars in 
tax revenues to local, State, and Federal governments. 

The magnitude and seriousness of such possibilities are even more 
apparent when one considers it is estimated that by 1957 about half 
of the output of TV A’s system—with an installed capacity of approx- 
imately 10 million kilowatts—will be taken by the AEC and other 
Government agencies. 

Senator Kerr. Well, now, may I interrupt you just 1 minute? 

Mr. Samnis. Yes; indeed, sir. 

Senator Kerr. You heard the statement of Mr. Sutton, the gentle- 
man who just preceded you ? 

Mr. Samis. Yes, sir. 


Senator Kerr. I read from his statement on page 10 in which he 
says— 


expansion plans for TVA show for 1957 the total generated capacity would be 
nine and a half millions— 

which is approximately what you say— 

about 2.8 millions of this are to be allocated to atomic-energy installations. 


Now, you tell us that about half, or about 5 million kilowatts will 
be taken by AEC “and other Government agencies.” 

Mr. Sammis. Yes, sir. 

Senator Kerr. Will you tell the committee what other Government 
agencies you refer to and the general percentage that would be allo- 
cated to them out of the 5 million kilowatt-hours ? 

Mr. Sammis. If it is agreeable, Senator, may I go on and come 
back to the question while my associates seek out that answer ? 

Senator Kerr. That would be fine. 

Senator Gore. I think, Mr. Sammis, I might help with that. Ap- 
proximately 95 percent of the amount of electricity, TVA furnishes 
to the Federal Government goes to the Atomic Energy Commission. 
You may want to break it ‘down further in your reply. 

Mr. Samus. If that answer would satisfy Senator Kerr, that 
would be all right. 

Senator Kerr. I do not think it should satisfy you. 

Mr. Sammis. I am referring to the end of 1957, and the data came 
from the TVA and I would like for my associates to look it up in the 
record. 

Senator Kerr. Mr. Sutton tells us about 2.8 million would be allo- 
cated = the —— Energy installations. 

Mr. Saarmis. I do not know where Mr. Sutton got his figures, but 
my figures came from TVA. 

Senator Kerr. Your statement is that TVA “and other Govern- 
ment agencies” would be using about 5 million ? 

Mr. Samnis. That is my understanding from information from 
the TVA. 

Senator Kerr. If 95 percent of what TVA furnishes Government 
installations goes to the Atomic Energy Commission and if the total 
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is 5 million, that would mean that 4,750,000, according to your state 
ments, would be going to atomic energy installations, and 2.8 million 
would be going, according to Mr. Sutton’s statement, and for the sake 
of removing whatever cloud these two statements cast upon each other, 
| thought maybe that you would be interested in enlightening both 
the committee and Mr. Sutton. 

Mr. Samus. Yes. If it would be agreeable I would like for 
associates to look it up and answer it in a couple of minutes. 

Senator Kerr. I hope I have helped them understand the question 
that I had in my mind. 

Mr. Samus. Yes, sit 

As pointed out by the Comptroller General of the United States 
in his letter of April 18, 1955, to the Director of the Bureau of the 
Budget, there is real uncertainty that the demands of the AEC and 
other Government agencies will not sharply decrease or even disap 
pear leaving the TV A system with a surplus capacity of some 5 mil 
lion kilowatts. 

That is the same figure, may I cal] to your attention, Senator. 

The absence of any provision, expressly limiting the use of TVA 
power facilities—either those now existing or those to be built from 
revenue bonds—to serving the present TVA service area, points up 
the dangers inherent in the present situation. 

These dangers will be accentuated if TVA is given the additional 
power to issue revenue bonds as currently proposed. 

The only way the Congress can assure itself that TVA fulfills the 
purposes for which it was created, and that it does not either encroach 


my 


upon the service areas of regulated and taxpaying utilities outside 
its zone of operations or drain off industry from other States through 
the creation of large and constantly expanding blocks of subsidized 
power, is for the Representatives and Senators from all of the States 
to maintain the primary and enveloping control over this agency 
which was intended at the time of its creation. 

An editorial in the Cleveland Plain Dealer for July 1, 1955 


5, ex- 
pressed it thus: 


It makes no sense to us that the people of Ohio should be required to pay part 
of the electricity bills for individuals and industries in Tennessee and other 
States served by public-power projects. But they do pay part of the costs, due 
to the fact that the public-power projects pay no Federal taxes or financing costs 
on the money they get from the Federal Government. 

Senator Kerr. Now, you endorse the principle expressed there ? 

Mr. Samnis. Yes. 

Senator Kerr. You are aware that the Federal Government has 
spent between $1 billion and $2 billion promoting navigation on the 
Ohio between Pittsburgh and Cairo, Ill. ? 

Mr. Samnis. Yes. 

Senator Kerr. You know that the people of Oklahoma have had to 
pay that? 

Mr. Samnis. Yes; a portion of it, sir. 

Senator Kerr. What do you think our reasonable portion of that is? 

Mr. Sammais. I cannot answer, sir. I think, however, electricity 
is entirely different from navigation or flood control, Senator. 

Senator Kerr. Well, yes. One of them is electric energy and the 


other is the control of floods and the use of navigable water for 
transportation. 
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Mr. Sammis. I have no objection to flood control or to navigation 
where the benefits are justified, sir. 

Senator Kerr. You know that there is no reimbursement feature in 
those Eeearomes: don’t you? 

Mr. Samais. No, sir; I do not know the details of all those pro- 
grams, sir. 

Senator Kerr. Well, would it surprise you to know that money 
never comes back as such, ear marked as reimbursement for that? 

Mr. Sammis. It would not surprise me, sir. 

Senator Kerr. Now, do you think that it is any more unjust that 
the people of Ohio would pay their reasonable part of the cost of 
developing a program in the Tennessee Valley area, with reference 
to which all of the money appropriated will come back to the Federal 
Government ? 

Mr. Samais. Yes, sir; if it is for electricity. 

Senator Kerr. If the people of Oklahoma pay their portion of 
upward of $2 billion to pay i something none of which comes back 
to the Federal Government ? 

Mr. Samnis. We have no objection to participating, and our cus- 
tomers paying taxes through the rates that they pay us in the investor- 
owned industry, in the investment in flood control and nav igation 
where it is mg including flood control and navigation in the 
Tennessee area But, when it comes to electricity which is in com- 
petition with inve and I see no difference between 
subsidizing slemaliate, than if the cee ernment wanted to. go into the 
manufacture of automobiles and manufacture automobiles, or go 
into the steel business and manufacture steel, or go into any other of 
the multitude of businesses—I think that is entirely different, sir. 

Senator Kerr. There is this slight difference—or maybe it does not 
seem to be one to you. The automobile business is subject to compe- 
tition from anybody, anywhere. 

Mr. Sammnis. Yes, sir. 

Senator Kerr. Who competes with your company for the sale of 
electricity in your territory ‘ 

Mr. Sammis. We are in that sense, from the standpoint of others 
selling electricity, a form of monopoly. 

Senator Kerr. A form of monopoly. 

Mr. Sammis. Yes, sir. 

Senator Kerr. You are pure monopoly, aren’t you? You are not 
a low order of monopoly? You would not say that ? 

Mr. Samnis. I would hate to be low in anything, Senator. 

Senator, we have franchises from our municipalities, normally, 
to do business. 

Senator Kerr. Who else has one there? 

Mr. Sammis. Generally—in some instances there are competing 
companies. 

Senator Kerr. Are there where you are? 

Mr. Samnis. Generally, not in our area. 

Senator Kerr. Specifically, are there in your area ¢ 

Mr. Sammis. No, sir. 

Senator Kerr. Then would it be safe to say that there “ain’t none?” 

Mr. Sammis. No, sir; that is not quite so, sir, because municipalities 
can go into competition with us. 

Senator Kerr. Are they in competition with you? 
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Mr. Samois. Yes, there are such municipalities. 

Senator Kerr. Where you have franchises ‘ 

Mr. Samus. Well, we have one unusual situation, sir, the town of 
Cuyahoga Falls. 

Senator Kerr. How big a town is that ? 

Mr. Samnts. About 2 5.000, sir. 

Senator Kerr. What is the unusual situation there ! 

Mr. Samnis. They supply the energy in Cuyahoga Falls. They 
purchase all their requirements from us. 

Senator Kerr. Then, you don’t have any franchise in Cuyahoga 
Falls. 

Mr. Sammis. Yes, sir; there are some customers in Cuyahoga Falls 
near the fringe of Akron that they have asked us to serve. 

Senator Kerr. Is that competitive or is that a kind of a combine 
that you have got there with them / 

Mr. Samais. I do not like to use the word “combine” but they have 
said they will serve a given portion and over on a certain corner 
they have asked us to come in. We have another situation in another 
community. 

Senator Kerr. You boys did not get together and divide the market, 
did you! 

Mr. Samais. Oh, no; they asked us to serve. 

Senator Kerr. Well, didn’t you agree / 

Mr. Samanis. We were delighted to. 

Senator Kerr. Weren't you present when the transaction took place ¢ 

Mr. Sammnis. I? 

Senator Kerr. Well, your company. 

Mr. Sammis. Our representatives. We were invited and we ac- 
cepted graciously. 

Senator Kerr. Then you did get together, didn’t you? 

Mr. Sammis. When you say “get together,” that is something else. 

Senator Kerr. I am not intimating there is anything impure about 
it. 

Mr. Samnis. I have seen it used so many times in the press, I don’t 
know what it means. But I think I can answer your question. 

Senator Kerr. I think you can, too. 

Mr. Samnis. In the areas in which we serve in Ohio and Pennsyl- 
vania 

Senator Kerr. I want you to answer my question. 

Mr. Sammis. I will be delighted to answer your question, Senator. 

In these areas which we serve in Pennsylvania, and Ohio, no other 
company—investor-owned company—has the right to serve. 

Senator Kerr. Then, you are without competition in your trade 
area. 

Mr. Sammis. But the municipalities, if they so desire, can go into 
competition with us at any time, sir. 

Senator Kerr. But they have not. 

Mr. Sammis. Only in a few of these instances where we are both in 
the same area. Whether that is competition or not, I cannot answer. 

Senator Kerr. The only competition you have is what has not 
started yet. 

Mr. sie Potential competition. 

Senator Kerr. The only competition you have is what you have not 
run into yet. It is just w hat may happen. 












































150 TENNESSEE VALLEY AUTHORITY FINANCING 


Mr. Sammnis. It might; yes, sir. 

Senator Kerr. Now, does the TVA compete with you ‘ 

Mr. Samnis. TVA is, in my judgment, a subsidized operation. 

Senator Kerr. I know you have a very low opinion of it, but does it 
compete with you ¢ 

Mr. Samus. No; I do not have a a low opinion of the TVA. I 
think the people on oe staff are capable engineers and capable opera- 
tors. A lot of those people were formerly with investor-owned com- 
panies. Mr. Finley, who I knew in Ohio and for whom I have very 
high regard, was in the investor-owned business. 

Senator Kerr. He is in a slightly back-slid condition now, though. 

Mr. Samnis. I have high regard, for Mr. Finley and in fact I think 
Mr. Finley—I saw him here earlier—can bear this out, that his com- 
pany and our company interchanged information on service buildings, 
if I remember correctly, and I have high regard for the staff of the 

TVA. 

Senator Kerr. But do they compete with your company ! 

Mr. Samus. They compete in this sense, Senator 

Senator Kerr. Well, what locality, now 

Mr. Sammnis. Not in a locality, no, sir, with our company. They 
do not compete in any locality with our company but in the broader 
sense—— 

Senator Kerr. How long have you been with your company ? 

Mr. Saartis. I have been president of Ohio Edison Co. since 1944. 
I was vice president beginning 1933. 

Senator Kerr. Now, that is about 22 years you have been in an ex- 
ecutive capacity, 1933. 

Mr. Samnis. Yes, sir. 

Senator Kerr. Do you serve a larger area now than then, or is it 
substantially the same? 

Mr. Sammis. It is a larger area, sir, we have been fortunate in ac- 
quiring and merging into Ohio Edison, in 1949 and 1950, the Ohio 
Public Service Co. which was a company adjacent to our company. 

Senator Kerr. Is that the only expansion in the area? 

Mr. Samus. Oh, no. Over the years, if you go back to the early 
days of the company, and even when I had some relationship with the 
company, but not as an executive officer, the owners, or the represent- 
atives of the owners—Akron being the general headquarters of the 
company—acquired properties in Youngstown and properties in New 
Castle, Sharon, and Greenville, Pa., and we have—and that is the rea- 
son we have a subsidiary, the Pennsylvania Power Co., in Pennsyl- 
vania, sir. 

Senator Kerr. Can you give us approximately the volume in kilo- 
watt-hours of your company in 1933 ? 

Mr. Sawnis. Yes. 

Senator Kerr. About what was that? 

Mr. Sammis. I can give it to you in revenue. I happen to have 
those figures in my pocket. 

Senator Kerr. Wonderful. You are a very courteous and efficient 
witness. 

Mr. Samis. Yes, sir. I hope I continue throughout the rest of 
the hearing to merit that remark, sir. 


I have for gotten what year you asked, Senator, but the earliest year 
I have is 1945. 
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Senator Kerr. If you do not know what I asked, just reach out 
somewhere and give me a bit of information on something you are 
familiar with. 

Mr. Samais. I think you went back in the thirties. 

Senator Kerr. In 1933, I asked you the volume of kilowatts pro 
duced by your company. 

Mr. Samnis. The figures I have here are for Ohio Edison. They 
go back to 1945. 

Senator Kerr. You would not make a statement on 1933? 

Mr. Samus. Yes. In Ohio Edison around 1930 or 1931, my rough 
guess would be that they had a gross revenue of somewhere in the 
neighbor hood of $20, $21, or $22 million, sir. 

Senator Kerr. Dollars? 

Mr. Samus. Yes, sir. <A ye 

Gross revenues are now, inc indies the subsidiary which was not a 
part of the operation in the early thirties, $115 million a year. 

Senator Kerr. What do you estimate it will be for next year? 

Mr. Sammis. Well, normally our business grows, sir, about 6 or 7 
percent a year. This particular year in 1955, as a result of the adjust 
ment or recession last year, the increase is greater than normal. Last 
year in 1954, we only ian our gross revenue some $900,000, on 
about $108 million. This year, we are running a gross, an increase 
in gross, of about $1 million a counth. 

Senator Kerr. About $12 million greater than last year. 

Mr. Sammis. Yes, sir. I doubt next year that our growth will 
increase as much as that. 

Senator Kerr. What is the difference in price per kilowatt-hour 
average received by the company, as compared with 1933 ¢ 

Mr. Samaas. Very materially lower, sir. 

Senator Kerr. Then, you have to sell more of them to get a dollar 
now than you did then? 

Mr. Sammis. On residential services; yes, sir. 

Senator Kerr. And the overall average ? 

Mr. Samnis. Yes, sir. 

Senator Kerr. So that the expansion of your business is not re- 
flected alone in the dollar increase. 

Mr. Sammis. Our kilowatt-hour sales have increased a greater 
percentage than has our gross revenue. I think that answers your 
question, sir. 

Senator Kerr. I want to congratulate you upon this amazing and 
splendid and really staggering development and achievement, and 
then to say to you that it does not look to me like there has been any 
outside influence that has had too adverse an effect upon you. 

Mr. Sammis. Upon our company ? 

Senator Kerr. Yes. 

Mr. Sammis. There is competition in this sense, Senator: TVA 
past years has held the lure of low subsidized power rates out to indus- 
tries in other States all over the country. How much effect that has 
had upon industry moving into the Tennessee Valley Authority area, 
I cannot answer. There has been considerable discussion about it 
among some manufactures, among utility comp: inles, new spapers, and 
others. 

Senator Gore. Mr. Chairman 

Senator Kerr. Yes. 
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Senator Gort. Why do you bring up the subject if you are not in- 
formed on it? 

Mr. Samais. I do not quite get what you mean, Senator. 

Senator Gore. Can you cite one single industry ! 

Mr. Sawis. I cannot at the moment. I might do a little research 
and find them, sir. I do recall this, Senator 

Senator Gore. Have you ever heard of one? 

Mr. Sammis. I do recall this, Senator, and I think it will partly 
answer your question: The Tennessee Electric Power Co. was in the 
area now served by the TVA. It is no longer there. The Tennessee 
Electric Power Co. served the Monsanto Chemical Co. TVA in the 
early days, in a desire to build loads and obtain customers, went to 
the Monsanto Chemical Co., offered them lower rates than the Ten- 
nessee Electric Power Co. were offering them and serving them, at 
that time, with lack of taxes to pay, and so forth. 

Their costs, not including taxes—which we have to pay—were lower. 
They offered power to Monsanto at a lower price than the Tennessee 
Electric Power Co. was selling. 

The Tennessee Electric Power, in order to save their shirt, met the 
price, but even in spite of meeting the price, Monsanto took the busi- 
ness away from the Tennessee Electric Power Co. and gave it to the 
TVA. 

That is one particular instance I remember, because I happened to 
be indirectly associated with the property. That situation ended up, 
of course, with ultimate competition of lines on the streets in the city 
of Chattanooga, whereby Wendell Willkie, then as president of Com- 
monwealth & Southern, with the approval of the Board, decided it 
was to the best interests of the stockholders, instead of endeavoring to 
compete against this tax-free and socialized power, to sell out to the 
TVA, and having sold out to the TVA, the stockholders took a licking 
on the money that they got. 

Now, if TVA can expand and go into other areas—and I heard Mr. 
Swidler this morning mention that there was an opinion, or someone 
mentioned an opinion of transmission distance of 175 miles, transmis- 
sion distance from a dam. Today, with higher voltages of transmis- 
sion lines, that 175 has probably run up to 300 miles. 

Our territory—that our company serves—is within 300 miles of 
some of the dams in the Tennessee area. 

If the TVA with their subsidized power, and thereby with lower 
rates, can come into our area and take away our customers, either at 
our customers’ request, or at the TV A’s inducement, we, our company, 
will be in trouble. And we are only one of the companies within that 
type of distance. 

Senator Gorr. Now, you have given us a long recitation, not one 
part of which related to your charge that TVA subsidized power rates 
as you described it, had lured industry from other regions of the 
country. Now, you have made that statement to this committee. 

Mr. Sammis. I would like to look up the information and submit it 
later. I do not have it on the tip of my tongue. 

Senator Gore. Do you know if such information exists ? 

Mr. Sammis. I do not have it here. 


Senator Gore. Why, then, would you make such a statement to this 
committee ? 
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Mr. Samus. Because there has been considerable discussion about 
it and where there is a lot of smoke there must be some fire, sir, and 
I would like to research the fire. 

I am not trying to be facetious, Senator. 

Senator Gore. I understand you are not, but I live in the area and 
if you can find an industry that has been lured from other regions, 
then I would like to know about it, too. 

Mr. Sammis. Fine. I will look it up and contact you. 

Senator Gore. I do not wish to be unpleasant with you and am not 
attempting to be, but you may be a victim of the propaganda that 
has been spread. You say you have no information about it. You 
say you never heard of one, you say you know of none, and yet you 
say you have heard discussion. 

Mr. Sammis. That is right. 

Senator Gore. It may be that you have been victimized by the 
propaganda along that line. 

Mr. Sammnis. That is always a possibility. 

Senator Hruska. May I ask a question / | 

Senator Kerr. You certainly may. You have been very kind and 
generous in letting Senator Gore and me take up all the time, and we 
would like very much for you to ask a question. 

Senator Hruska. Has the rate on electrical energy anything to do 
with the location of industries in one place, as against another / 

Mr. Sammis. Yes, sir, and it depends a great deal on the type of 
industry. 

In other words, the average industry—the average of all industries, 
the bill for electricity is probably only 1 or 2 percent of the total cost 
of their product. On the other hand, there are other types of in- 
dustries—electric furnaces for steel, and cement, and so forth, where 
the percentage of power cost to the total of their costs may run up 
to 25 percent. 

Senator Hruska. If there is a charge of 4 mills in one area and a 
charge of 8 mills in another area and the industry uses tremendous 

uantities of electricity, that factor has a great place in their final 
ecision, isn’t that true? 

Mr. Samnis. Yes, sir. 

Senator Hruska. To that extent, could it be said there was competi- 
tion furnished in this area, here, through what has been described 
here as a rate based on other than a full recitation of all the factors 
that go into the pricing of electrical energy in other areas? 

Mr. Sammis. Yes, sir; and that was the impression I was trying to 
create. 

Senator Hruska. So it is not a matter of pirating or blackjacking 
anyone or anything of that kind; it is not a case where somebody has 
been lured away, but of their own free will and volition, they take 
into consideration, among other things, the price of electrical energy ? 

Mr. Sammis. Maybe my use of the word “lure” was an improper one. 

Senator Hruska. It is a business proposition and there are other 
factors. There is the climate, the labor, the scenery and the fine people 
who live there, but just the same, sooner or later, we do enter the 
consideration of the price of electrical energy, especially when there 
is a great disparity in the price. 

Mr. Sammis. That is correct, sir. 
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Senator Gore. Mr. Chairman 

Senator Kerr. Senator Gore—— 

Senator Gore. Were you present this morning when Mr. Wessenauer 
informed the committee of the net earnings of the TVA in the last 
fiscal year, the fiscal year which has just ended, that it was $48 million 
and that that was after depreciation and after payments in lieu of 
taxes ¢ 

Mr. Samus. After depreciation ? 

Senator Gore. After depreciation and payments in lieu of taxes. 

Mr. Sammis. I do not know what he said, but there are payments in 
lieu of local taxes which I do not think are sufficient. 

Senator Gore. When you describe the TVA power as subsidized 
power, do you bear in mind the net profits to the Government that 
have already accrued, and the prospect of even greater profits ac- 
cruing ? 

Mr. Sammis. Yes, sir, I have taken that into consideration and still 
feel it is subsidized. After all, our industry, sir, pays 13 cents out of 
every dollar we collect from our customers—or put it another way: 
our customers in their bills to us pay 13 cents of every dollar they 
pay to us for Federal taxes. 

The customers in the TVA do not pay anything in their cost of 
power in the form of taxes which reach the Federal Government, sir. 

In that connection, regarding local taxes, sir, our customers pay to 
us 9 cents, which goes to pay local taxes. The TV A’s taxes, taking into 
account only local taxes—not only to TV A, but also to the distributors 
added together—is only in the neighborhood—and I can get the exact 
figure—of about 4 or 5 percent, sir, which is materially lower than 
the local taxes we pay, so we think they are subsidized by the Federal 
taxes, by the difference in local taxes, and by the fact that TVA has 
= no interest to the Government, except for the interest on the 
vonds, $65 million worth which were used—money from those bonds— 
to buy certain facilities of the Tennessee Electric Power Co. and 
other neighboring utility companies, and that combination is quite 
a subsidy. 

Just to illustrate a little more, sir 

Senator Gore. Before you go too far away from the subject—— 

Mr. Samus. I am sorry. 

Senator Gore. I do not wish to get into a full-dress debate of the 
TVA rate structure at this point, but I would be able to show, I am 
quite sure, having had a debate with Mr. Hamilton Moses on this sub- 
ject, not too detrimentally, I think I would be able to show that a 
greater percentage of the customer-dollar in the TVA goes into the 
Treasury of the United States and into local treasuries combined than 
is the case with private concerns. 

I would like to say also, there is another great difference, that TV A’s 
cost of producing power—the TVA cost of overhead, is only approx- 
imately 50 percent of comparable costs of private utilities. 

Mr. Samais. I would like to disagree with that figure, sir, and if you 
would like to take the time, I would be glad to go into it with you. 

Senator Gore. I would be glad to go into it with you at length at 
some other time. 

Mr. Samnis. Fine. 

Senator Kerr. You may proceed. 

Mr. Sammis. Thank you. 
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For all these same reasons the Congress should not approve the pro 
posal which would be authorized by the pending bills of ry \'s 
leasing or purchasing the output of plants financed by revenue or other 
bonds of other governmental or tax-exempt agencies. 

What is the obligation of the Federal Government—through TVA? 
Is it to be committed to supply all present and future power require- 
ments in the area now served by TVA? Or in areas not now served 
by TVA? Whether or not TVA as it presently exists is a proper 
function of the Federal Government may not be relevant to the present 
proposals, 

The real question today concerns itself with an expansion or in- 
crease of TV A’s operations, which is completely tied into the question 
of additional capital. 

It is submitted that the obligation of the Federal Government with 
respect to such expansion is no more than to see that there exist no 
extraordinary obstacles to such expansion of electric facilities in the 
Tennessee Valley area being provided for by nongovernmental tax 
paying sources. 

Further, the operations of TV A, through present or future govern- 
mental investment, should be conducted on a basis fair and in the 
interest of all taxpayers and not just for the advantage of those within 
the area served. 

I have personally disagreed with past decisions of Congress which 
have resulted in TVA having generating facilities other than hydro- 
electric facilities. 

In 1948, in seeking congressional appropriation for the Johnson- 
ville steam plant, TVA abandoned the assertion that its power busi- 
ness was incidental to navigation and flood control and openly assumed 
the functions of an electric utility to serve all customers in the area. 

Steam-electric generating capacity added to its system has had no 
relation to navigation or flood control. It has been added for the sole 
purpose of selling power in ever-increasing amounts in the area 

During reecnt hearings: a TVA witness in answer to a question 
as to the percentage of steam power in the TVA area when present 
construction is finished and without any more authorization stated: 

When the present construction is completed there will be 10 million kilowatts 

capacity. Approximately 3%4 million of it hydro and the remaining 6% million 
steam. 

I know of no constitutional or statutory mandate which requires 
TVA to assume the exclusive responsibility of furnishing all present 
and future power requirements in the area served by TV A. 

If the electric customers in the area served by TVA need more 
power—and I am sure that they will at some time whether now or in 
the future—I am firmly of the opinion that such additional power 
a be and should be supplied by investor-owned companies. 

I do not believe the Federal Government should engage in any 
proprietary business, including the electric power business, in compe- 
tation with its citizens, where t taxpaying businesses are willing and 
able to do the job. 

The record proves conclusively that America’s investor-owned elec- 
tric light and power companies can be relied upon to meet the chal- 


1 Hearings before the Subcommittee of the Committee on Appropriations, House of Repre- 
sentatives, 84th Cong., Ist sess., May 23, 1955, p. 84. 
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lenge of the ever-growing requirements of the Nation for electric 
service, no matter how substantial they may be. 

This is exemplified by the joint proposals made by 5 New York 
power companies for the Niagara redevelopment, by the efforts of 4 
power companies in the Pacific Northwest to develop hydroelectric 
wrojects on the Clearwater River in Idaho, by the offer of Idaho 
ater Co. to develop the Snake River, and by the plans of the Ala- 
bama Power Co. to complete development of the Coosa River with 5 
additional hydroelectric plants—to mention but a few of these impor- 
tant projects. 

It should be the policy of the Federal Government to cooperate 
with taxpaying businesses and to encourage their participation to 
the fullest possible extent in the power feature of water resources in- 
stead of engaging in unfair competition through the advantages of 
Government subsidies. 

The Federal Government should afford equal treatment to both 
the investor-owned companies and the Government-owned power 
agencies to the end that there shall be no unjust discrimination among 
electric customers. 

In other words, fair play should prevail, and this means that 
Government should include the true costs in its prices for power. To 
be fully comparable such costs must include, among others, costs of 
money and the equivalent of the Federal, State, and local taxes paid 
by the customers of investor-owned electric utility companies in their 
electric service bills. 

If the Federal Government with the moneys of its citizens is going 
to compete with them in business, certainly it should be on an equal 
basis with investor-owned business, charging to such business the true 
costs of doing business, and not base its prices on subsidized costs at 
the expense of the customers of the investor-owned utility companies 
and other taxpayers. 

The customers of the investor-owned utility companies pay 14 
cents of every dollar collected from them in their electric service bills 
for the support of the Federal Government. This amounted to $874 
million in 1954. 

Customers of Government power agencies on the other hand are 
exempt from paying through their electric bills this share of the cost 
of the Federal Government, as Government power operations do not 
pay Federal taxes. 

Another 9 cents of every dollar electric light and power companies 
collect from their customers goes for the support of State a local 
governments, but Government power agencies make little, if any, 
payments in lieu of State or local taxes. 

It is for the foregoing reasons that the investor-owned electric utility 
industry is opposed to the proposed authorization for issuance of 
revenue bonds by TVA. 

Senator Kerr. Thank you, Mr. Sammis. 

Are there further questions ? 

Senator Gore. He was going to supply the answer which you didn’t 
get a moment ago. 

Senator Kerr. You were going to give us an answer a while ago. 

Mr. Samais. I am informed that General Vogel—this is testimony 
on May 23, 1955—“during fiscal 1954, TVA disposed of 30.7 billion 
kilowatt-hours, 41 percent of it to Federal agencies, including the 
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Atomic Energy Commission, the Arnold Engineering Development 
Center at Tullahoma and the Department of the Army, installations 
primarily in the vicinity of Muscle Shoals.” 

Senator Kerr. Would you give me that total again? 

Mr. Samus. “During fiscal 1954, TVA disposed of 30.7 billion 
kilowatt-hours.” 

Senator Kerr. 30.7 ¢ 

Mr. Samois. Billion kilowatt-hours. 

Senator Kerr. Have you got a mathematician there? 

Mr. Samus. I have someone who can run a slide rule. I do not 
know whether he is a mathematician. 

Senator Kerr. How much does that total? 

Mr. Samus. I have these TVA statistics, sir. 

Senator Kerr. Well, now 

Mr. Samais. I am trying to give you the figure, sir. 

Senator Kerr. You have already given me some figures. 

Mr. Sammis. I understood you wanted the total of everything, sir. 

Senator Kerr. You just said in 1954 it was 30.7, of which 41 per 
cent went to the Government. 

Mr. Sammis. Yes, sir. Federal agencies. 

Senator Kerr. I just asked you if you could reduce that down so 
we would know how much went to the Government. Do you have 
to go to some other figures, now, to get the answer to that quest lon ¢ 

Mr. Samanis. I thought you were trying to check the 41 percent, 

Senator Kerr. I was trying to determine what it amounted to. 

Mr. Sammis. It is 30.7 billion kilowatt-hours. 

Senator Kerr. That was 100 percent. 

Mr. Samnis. No, sir—yes; that is right. It is about 12,815 million 
kilowatt-hours, I believe. No; Iam sorry. Iam sorry. It is about 
13 billion kilowatt-hours, sir. 

Senator Kerr. Now, the point I raised was what seemed to me to 
be a conflict between your testimony and that of Mr. Sutton. 

Mr. Samus. Yes, sir; and I do not know where Mr. Sutton got 
his figures. I got my figures from TVA reports, or from statements 
made by TVA folks at different times. I have definite recollection of 
this 50 percent. 

Senator Kerr. The one you used there was that in 1957, half of an 
estimated 10 million kilowatts would be taken by the AEC, and other 
Government agencies. 

Mr. Samis. Yes, sir. That is a kilowatt figure. The last figures 
[ have been giving you are kilowatt-hour figures. There is a difference 
Letween kilowatts and kilowatt-hours, sir. 

Senator Kerr. That is one of the things I have learned about the 
electrical business, in the hearings here, but the statement that you 
read from General Vogel, if I understood it, was with reference to 
1954. 

Mr. Samnis. Yes, sir. 

Senator Kerr. The statement that I asked you about was your state- 
ment with reference to 1957. 

Mr. Samnis. Yes, sir. Now, I can give you one other reference. 

Senator Kerr. I do not want any others unless you have answered 
this question. 
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Mr. Samois. Here is a letter from Joseph Campbell, Comptroller 
General of the United States, to the Honorable Rowland R. Hughes of 
April 1955 in which he says: 

We draw your attention to various published statements to the effect that 
national defense agencies of the Government will absorb half the total output 


of the system by 1957. 

That is from the Comptroller General’s department, sir. 

Senator Kerr. And does that say that will be approximately 10 
million kilowatts? 


Mr. Samais. It will be about half of their total, which would be 
5 million. 

Senator Kerr. You have the figure here in your statement of 10 
million kilowatts. 

Mr. Samois. That is right, sir, and that figure, a couple of pages 
later in my testimony, I gave you the reference for it. It is on page 4. 

Senator Kerr. Then, the effect of what you have said to me—and 
do not misunderstand me, I am casting no reflection on either your 
statement or that of Mr. Sutton. 

Mr. Samnis. Yes, sir. I am trying to be helpful. 

Senator Kerr. If I understand them, the ‘y are in sharp conflict. 

Mr. Sawmis. I have not studied Mr. Sutton’s statement, sir. I s 
it and read it for the first time while he was testifying. 

Senator Kerr. I will read it to you: 


saw 


The expansion plans of TVA show that by 1957 total generating capacity will 
be about 9.5 million kilowatts. 

Mr. Sammis. What page, may I ask, sir? 

Senator Kerr. The bottom of page 10. 

Mr. Samnis. Yes, sir. 

Senator Kerr (continuing) : 

About 2.8 million of this are to be allocated to atomic-energy installations. 


Mr. Samnis. Yes, sir. I do not know whether that is correct or 
not. 

Senator Kerr. If what you have told me is, then that is not. If I 
understand it. 

Mr. Samnis. I am talking about all the Federal agencies. Senator 
Gore mentioned that it was 95 percent. [I cannot answer that. 

Senator Kerr. I thought you accepted that. 

Mr. Samus. Only because I have every confidence in Senator Gore, 
and he said it was 95 percent. That does not mean I agree with him. 

Senator Kerr. Have you lost that confidence since we started 
talking ¢ 

Mr. Samus. Not at all, but I am not infallible and I do not think 
Senator Gore would ever contend that he was ever infallible. 

Senator Kerr. I think he would contend that he was never in- 
fallible. 

Mr. Samonis. I have great respect for Senator Gore and it has gone 
up immensely, sir. 

Senator Kerr. All right. The chairman will just have to live in 
the midst of the conflicting statements without benefit of much clari- 
fication from the witness. 

Mr. Samos. If it will be helpful, Senator, we will be pleased to 
put in the record the reconcilement of the differences, if there are any. 
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Senator Kerr. All I tried to get you to do was recognize them. 
1 do not think you can reconcile them. 

Mr. Samus. May we have the opportunity, sir—and, of course, it 
is difficult, here, at the hearing to do that. 

Senator Kerr. Let’s agree to this: We will either recognize them 
wv reconcile them. 

Mr. Sammis. Yes, sir. 

Senator Kerr. Will you agree with me that if we recognize them as 
conflicts, then would you indulge the assumption, since you have 
established the accuracy of yours, that the other one is inaccurate? 

Mr. Samois. Well, we will reconcile them if it is possible to recon 
cile them. If it is not possible to reconcile them and there are some 
errors, we will point them out. It might just be that that might be 
a typographical error. Sometimes those things happen. 

Senator Kerr. It is quite a sizable typographical error. 

Mr. Samnis. But the typewriter recognizes no difference in size, sir. 

(Letter of July 27, 1955, to the chairman from Mr. Sammis sub- 
stantiating the above figure follows :) 


JULY 27, 1955 
Senator Ropert S. Kerr, 
Chairman, Flood Control, Rivers and Harbors Subcommittes 
of the Senate Committee on Public Works, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KERR: During my testimony before your subcommittee on July 
22, I agreed to endeavor to reconcile certain figures given by me with those given 
by Mr. Louis V. Sutton, who testified just previously, representing the Chamber 
of Commerce of the United States. 

The figures used in the Chamber of Commerce of the United States statement, 
according to Mr. Richard W. Smith, manager of natural resources department of 
the Chamber of Commerce of the United States, were taken from the hearings 
before the Joint Committee on Atomic Energy, 83d Congress, 2d session, pages 
316 and 317, wherein General Vogel, on November 8, 1954, stated that the AEC 
load as of that time was 2,340,000 kilowatts with an estimate of 2,835,000 kilo 
watts for 1957 and the capacity of the TVA system for 1957 of 9,533,000 kilowatts. 

In connection with the figures used in the statement I presented, the capacity 
figure for the TVA’s system of 10 million kilowatts by 1957 was taken from the 
annual report of the TVA for the year 1954, page 3, wherein it is stated: “Con- 
struction continued at a rapid pace * * * which will bring the total system to 
10 million kilowatts when the program is completed in 1956.” 

On May 23, 1955, Mr. Wessenauer testified before the subcommittee of the 
Committee on Appropriations, House of Representatives, page 17 of the hearings 
as follows: “Today the requirements of Federal establishments in the region ar: 
over 3.5 million kilowatts.” On July 21, 1955, Mr. Wessenauer, speaking of 
Oak Ridge and Paducah, testified before your subcommittee, page 151 steno- 
graphic transcript of proceedings, as follows: “We have been supplying in recent 
weeks as much as 3,350,000 kilowatts to those installations.’ Evidently from 
1954 to 1955 the actual loads of the AEC and the TVA estimates for 1957 were 
increased. 

We were not able to find publicly reported any current estimates by TVA of 
the loads in 1957 of all the various Federal agencies served by it. The fizure of 
“some 5 million kilowatts,” which I incorporated in my statement, is substantiated 
by using figures contained in various public statements of TVA or its representa- 
tives as follows: 

The advance release of TVA, April 5, 1955, as shown on page 47 of the hearings 
before the subcommittee of the Committee on Appropriations, House of Repre- 
sentatives, 84th Congress, 1st session, stated: “Direct sales by TVA to national! 
defense agencies of the Government will require half of the total annual output 
of the TVA power system by 1957.” 

On page 55 of the hearings before the subcommittee of the Committee on 
Appropriations in United States Senate, 84th Congress, Ist session, June 13, 1955, 
General Vogel furnished the following information: “During the current fiseal 
year (1955) the Federal Government is using about 22% billion kilowatt-hours 
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of TVA power out of a total of approximately 45 billion kilowatt-hours for all 
consumers served by the TVA system.” Using this figure of 22% billion kilowatt- 
hours and 314 million kilowatts cited above, the annual load factor of the Federal 
Government load is 73 percent. 

The peak load by the end of 1957 as testified to on several occasions and by 
General Vogel on July 21, 1955, as reported on page 14 of the stenographic 
transcript of the hearings before your subcommittee, is estimated to be 9,800,000 
kilowatts. The annual TVA system load factor has varied between 70 and 72 
percent since 1950. (From a table giving annual load factors of the total TVA 
system in a conference paper submitted to an AIKE general meeting January 31- 
February 4, 1955, entitled “Load Characteristics for the Residental Consumer 
Using Electricity for House Heating,” by William R. New, Chief, Special Studies 
Section, Division of Power Utilization, TVA). Using a figure of 71 percent and 
the 9,800,000 kilowatts demand, the kilowatt-hours for 1957 would be 61 billion. 
(This figure is checked in the statement on p. 3 of the annual report of the TVA 
for the year 1954 that “When present construction is completed, TVA will be 
delivering about half of its total output of 60 billion kilowatt-hours a year to 
atomic energy plants and other defense facilities serving the entire Nation.”) 
Since the Federal Government agencies will be using, as also stated in the 
“advance release” mentioned above, about one-half of the output, this means 
they will use about 30.5 billion kilowatt-hours. Applying the 73 percent load 
factor of the Federal Government load to this figure we obtain a load of 4.8 million 
kilowatts, which substantiates my figure of “some 5 million kilowatts.” 

In view of the fact that Senators Gore and Hruska were in the hearing when 
this matter was being discussed, I am taking the liberty of sending a copy of 
this letter to each of them. 

Very truly yours, 
Water H. SammMis. 


Senator Gore. Does your company participate in the OVEC plant? 

Mr. Sammnis. Yes, it does, Senator. We have a one-sixth interest. 

Senator Gorr. Do you know what percentage of your gross rev- 
enue—what percentage of the OVEC plant gross revenue, that oper- 
ation—goes to State and local taxation ? 

Mr. Sammis. I cannot answer that, but I will say this, Senator 

Senator Gore. Well, if you cannot answer it, I can. 

Mr. Sammis. I cannot give you the figures as you asked. I have 
never checked that. 

Senator Gore. I can give you the answer that the Atomic Energy 
Commission supplied to the Joint Atomic Energy Committee of 
which I am a member. The Commission testified that 214 percent 
of OVEC’s gross revenues go to State and local taxes. Would that 
sound approximately correct ? 

Mr. Sammis. I would not venture a guess, but may I call your at- 
tention to this, on OVEC. OVEC is financed by 95—in fact 9714, 
since this last adjustment on the coal pile, or the working capital— 
971% by debt and only 214 percent by common stock, and that was 
made possible because of this contract with the Federal Government 
for OVEC. 

Now, if that contract should be canceled—and there is a cancella- 
tion provision whereby the Government, as soon as the plant is in 
operation, can cancel it out in 4 years, or in 10 years from now it can 
cancel it out in 2 years and we have it in our laps and we have to 
reduce immediately the indebtendess on that plant because under the 
Securities and Exchange Commission under which we operate, they 
made an exception for the OVEC-type of plant, sir, and that makes a 
big difference in taxes. 

Senator Gore. I realize that, but I was not speaking of income 
taxes, not of the ratio between equity and other capital. I was speak- 
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ing of the percentage of your gross revenues that go to local and State 
taxes, 

Mr. Samnis. But your equity has a great bearing on that. 

Senator Gore. According to the Atomic Energy Commission, 2% 
percent—approximately 2 percent goes to local “and State taxation, 
and 5 percent of TV A’s gross revenues go to local taxes. 1 just wanted 
you to know that. 

Mr. Sammis. But there is a difference. OVEC is selling solely to 
the Federal Government. Those two steam plants and transmission 
lines were built specifically for that purpose. 

Ohio Edison 

Senator Gore. One-half of TVA power goes to the Federal Gov- 
ernment. 

Mr. Sammis. OVEC is only selling to the Federal Government. 

TVA is selling to all the customers in there—or all who want to 
buy from them. There are some industries who have some isolated 
plants and generate their own electricity in the TVA area—they will 
sell to everybody. There is a big difference in the situation. One is 
doing a general public business. The other is selling solely to the 
Federal Government. 

Senator Gore. Well, I understood you to make some complaint 
awhile ago and say that it indicated an alarming proportion, that by 
1957, one-half of T'VA’s power would go to the Federal Government. 

Mr. Sammnis. That is mght. That is right. 

Senator Gore. Well, TVA is entirely a wholesaler of power as is 
OVEC. 

Mr. Samais. I do not think so, sir. 

Senator Gore. Well, the TVA wholesales to municipalities. 

Mr. Sammis. Yes, sir, but they also serve direct to some other 
customers and industries. 

Senator Gore. Only a few. I think 14 customers in the entire area. 
I believe it is 14. 

Mr. Sammis. My recollection is that it is quite a percentage of the 
total output. 

Senator Gore. They serve Alcoa, Monsanto Chemicals, Reynolds 
Metals, and a few others. 

Mr. Sammis. According to these figures which I am looking at from 
the annual report of the TVA for 1954, of the total electric revenue of 
$133,948,000, $23,669,000 came from industrial customers and 23 di- 
vided by 15 is a little less than 20 percent, which to me is quite a 
sizable proportion of direct sales to industrial customers. 

Senator Gore. If TVA sell to Alcoa and Reynolds Metals, I would 
say that in itself could be called a wholesale operation. 

Mr. Sammis. Of course, it is direct to the customer. Maybe we 
differ in what we call wholesale and retail, but we call that retail. 

Senator Hruska. When was that OVEC contract negotiated ? 

Mr. Samnis. It was negotiated in 1952, sir. 

Senator Hruska. Now, you started to say that the large amount of 
indebtedness in that picture affected the amount of State and local 
axes. In what way does that come about ? 

Mr. Sammis. I mean to say they affected the Federal tax. Maybe 
I misunderstood you. I thought you meant the Federal, State, and 
local. 
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Senator Gore. No, no. I tried to emphasize that I was referring 
only to State and local taxes, and therefore, like the Senator, I could 
not see how the ratio of indebtedness would affect your local and State 
taxes. 

Mr. Sammis. I misunderstood you, Senator. I thought you in- 
cluded Federal in there. 

Senator Hruska. Where is that plant located? 

Mr. Samus. We have two generating plants. One at Madison, 
Ind., one at Gallipolis, Ohio, which are tied together by 330,000-volt 
transmission lines feeding the Portsmouth plant ‘of the Atomic Ener gy 
Commission—not exac tly in the center, but pretty close to it. 

Senator Hrusx1. Who owns the transmission lines? 

Mr. Samnis. OVEC—the Ohio Valley Electric Corp. 

Senator Hruska. All the way to point of delivery? 

Mr. Sammis, Up to the substation on the Atomic Energy Com- 
mission’s property and they take it into their plant, but right up to 
their property; yes, sir. 

Senator Kerr. Is that all, Senator? 

Senator Hruska. That is all, thank you. 

Senator Kerr. Thank you very much, Mr. Sammis. 


STATEMENT OF S. R. FINLEY, GENERAL SUPERINTENDENT OF THE 
ELECTRIC POWER BOARD OF CHATTANOOGA 


Mr. Frxutry. Mr. Chairman and members of the committee, I will 
identify myself as S. R. Finley, general superintendent 

Senator Gorr. Would you give your full name, please ? 

Mr. Finury. Yes, sir. It is States Rights Finley. 

IT am general superintendent and chief administrative officer of the 
Electric Power Board of Chattanooga. 

As briefly as I can, I will outline my reasons for appearing before 
this committee. My board is a municipal undertaking, purchasing 
electric power at wholesale from TVA and distributing it at retail to 
ultimate consumers in the Chattanooga, Tenn., area. 

Tama graduate electrical and mechanical engineer, licensed as such 
in several States, and have been engaged in the electric utility business, 
both publicly and privately owned, for some 37 years. I am appear- 
ing on behalf of my board, and also the Tennessee Valley Public 
Power Association, which is an organization to which over 90 percent 
of the 148 distributors of TVA power belong. 

Our electric power board of Chattanooga is the largest distributor 
of TVA produced power. We serve an area of some 500 square miles, 
part of which is in the State of Georgia, and in which there are some 
250,000 people. About one-half of our 75,000 customers are within 
the city of Chattanooga and one-half outside of it. Some 5,000 cus- 
tomers are in the State of Georgia, closely adjacent to Chattanooga. 
Our customers have large requirements for electric power and in fiscal 
vear 1954 our board pur chased 1,735,848,000 kilowatt-hours from TVA 
for which we paid them $7,089,813 at an average rate of 4.08 mills per 
kilowatt-hour. , this pur Gna power requirement for our customers 
amounted to 5.3 percent of TVA’s total kilowatt-hour sales during 
that year and the amount we paid to TVA represented 5.3 percent of . 
TVA’s total income that year from electricity oe, Our estimate is 
that in fiscal year 1955 our customers will require 2,035 million kilo- 
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watt-hours, and that our payments to TVA will represent 52 percent of 
our total income from our customers. 

The TVA is our board’s exclusive source of power as it is to the 
entire Tennessee Valley service area where the 148 municipal and co- 
operative distributors of TVA power serves some 1,555,000 customers. 
I might Say that these 148 power distributors in fiseal 1954 purchased 
12 bilhon kilowatt-hours from TVA, or 40 percent of all TVA elec- 
tricity sold, and that they paid to TVA $52,752,000 for this electricity, 
which amount was approximately 40 percent of TV A’s electricity in 
come. I cite these figures to show our justified and deep interest in 
any proposed legislation before the Congress affecting the TVA. 

It would, I believe, be proper if before discussing the proposed 8S. 
2373, I should outline the position that we 5 million people in the 
Tennessee Valley service area find ourselves at the present time as 
regards our electricity supply—a most important part of our eco- 
nomic life. Twenty- two years ago, the Congress established the 
TVA. A leisurely controlled deve lopme nt of the Tennessee River, 
its tributaries, and natural resources affected by the river, was en 
visioned and authorized. 

As a part of this great conservation program, the production of 
hydro-produced electricity was planned—this electricity to be avail- 
able first to the United States Government, then to State, county, 
municipal, and cooperatively owned bodies, and to private industry. 
There was available as a start a plan developed by the United States 
Army engineers after years of study. 

While fuel-generated electricity was not prohibited in the TVA 
Act, it was a natural conclusion at that time that the electricity to be 
produced would be hydro-generated electricity and, upon this general 
basis in 1933, the TVA project was begun. 

Having in sight a wholesale electricity source, our over 100 cities, 
towns, and incorporated villages began the construction or acquisi- 
tion of privately owned electrical systems. Rural electric coopera- 
tives were formed by our rural residents to serve small communities 
and rural sections. In instances where the acquisition by the munici- 
pi ality of existing power systems was effected, this proc ‘edure was car- 
ried out through negotiation and purchase—there being no instance 
I know of where condemnation proceedings were utilized. 

In the cities and towns acquisition or construction of their electric 
systems came only after an affirmative vote of the citizens and full 
and frank diseussion. In a large majority of the rural areas, there 
were no electricity facilities—this type of electric service having been 
scorned and unwanted by the existing privately owned power mo- 
nopoly systems then servicing the cities and towns. 

Senator Kerr. May I ask you a question ? 

Mr. Frntey. Yes, sir. 

Senator Kerr. You boys over in Tennessee haven't been going over 
to Ohio, trying to get anybody to come down to Tennessee, have you? 

Mr. Finiey. No, sir. 

Senator Kerr. Our good friend Mr. Sammis was just more or less 
seeing a spook that doesn’t exist, then ? 

Mr. Frxtey. We have not bothered Mr. Sammis’ customers that I 
know of. 

Senator Kerr. You haven't been messing around over there after 
sundown or anything? 
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Mr. Fintey. We bought Mr. Sammis’ companies, Senator, in 1939, 
from him. 

Senator Kerr. Now TVA is very exclusive about who they will 
sell power to? 

Mr. Fintey. The TVA sells power—I am not employed by the 
TVA, sir; I want that clear. I am from the city of Chattanooga. 

Senator Kerr. That is all right. We understand that. We would 
not hold it against you, even if you were, but I want to get one point 
in my mind. I have been told that any municipality or any private 
utility or any industry or any REA co-op that wants to buy power 
from the TVA. Is that generally the understanding that you have 
had? 

Mr. Finuey. Yes, sir. The TVA sells power, Senator, in accord- 
ance with the terms of their act, which states who it shall be sold to, 
and the parties you mentioned are all listed in there as being possible 
customers, we might say, and they sell to them. 

Senator Kerr. Now suppose the people of Chattanooga—that is 
where you are from, isn’t it ? | 

Mr. Fintey. Yes, sir. 

Senator Kerr. Suppose they want to make a deal with a utility to 
distribute electricity in Chattanooga, and give a franchise to a private 
electric utility company, and that utility company didn't—well, could 
they do it? 

Mr. Frntey. I will say the city of Chattanooga could franchise a 
utility company. The chances are very much that they would not, 
though. 

Senator Kerr. I understand they won’t, but the citizens if they 
wanted to could do that? 

Mr. Fintry. Yes, sir. There are two small private utilities in 
Tennessee, that purchase power from the Tennessee Valley Authority. 

Senator Gore. And both operate profitably ? 

Mr. Frntey. Yes, sir. 

Senator Gore. Any community could franchise a private utility if 
it wanted to, couldn’t they ? 

Mr. Finupry. Yes, sir. 

Senator Kerr. And if the people in any of these communities 
wanted to be served by a private utility that would pay taxes, as taxes, 
that could be arranged, could it not? 

Mr. Fintey. I know of no reason why it would not be possible that 
TVA would serve them. As I stated, TVA now serves 2 small private 
electric utilities in 2 towns in Tennessee. 

Senator Kerr. Do you have any feeling inside of you or atmosphere 
in the air around you that you may be just a little socialistic ? 

Mr. Frntey. No, sir. A man named “States Rights” wouldn’t be 
socialistic, Senator. No, sir. 

Senator Kerr. Can we depend on that? 

Mr. Frntey. Yes, sir. 

Senator Hruska. What is this so-called sole-supplier clause in con- 
tracts that the TVA has with some of its customers? Do you have 
one of those in your contract ? 

Mr. Fintey. Yes, sir. TVA, in our contract with them, which is 
a very businesslike contract, we agreed to buy all of our electricity 
from TVA, and they agreed to sell us all of our requirements, so it is 
a contractual arrangement to which both of us are parties. 
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Senator Hruska. So that by reason of that contract, even if your 
citizens wanted to they could not go across the border and bring it in 
from somebody there—they are prohibited from doing that ¢ 

Mr. Fintey. My board could not buy electricity from anybody 
except the TVA, as long as our present contract exists with them. 

Senator Hruska. Sometimes when private companies do that, they 
are called nono badmen. I just wondered if that would apply 
in this case. I don’t know that that is especially pertinent. 

However, that sole- supplier clause, as I understand you, does not 
prevent you people in Chattanooga and your territory, from trans- 
ferring the franchise and the operation that you have, there, to a pri- 

vate company, or to some other publicly owned body, does it ? 

Mr. Fixtery. I would say, sir, we would first have to dissolve the city. 

Senator Hruska. You would have to dissolve the city and if you 
were like minded to do so, could you do that, in spite of the sole- 
supplier clause ¢ 

Mr. Frnuey. The sole-supplier clause would have to be disposed of 
by the city in the cancellation of the contract. 

Senator Kerr. When does your contract terminate? 

Mr. Frntey. In January 1969, Senator. 

Senator Kerr. When it terminates, it terminates, doesn’t it? 

Mr. Frntey. Yes, sir. 

Senator Kerr. And the only way you can get in that fix again is 
to agree to it 

Mr. Finey. Prior to that time, sir, we will negotiate a new contract 
with TVA. 

Senator Kerr. Do you mean you will deliberately seek to continue 
to stay in that restricted condition ? 

Mr. Fintey. I think we will; yes, sir. 

Senator Hruska. Now do you have to go to TVA and say, “Mr. 
TVA, may we dispose of this franchise in our business to a privately 
owned company?” Would you have to do that ? 

Mr. Fintey. The city of Chattanooga, sir, as long as it stayed in 
the business of selling electric energy, is bound to purchase the energy 
which the city sells, from the TVA, sir. 

Senator Kerr. Suppose you wanted to sell your distribution system 
as the Senator has aed you about. Is there anything to keep you 
from it? 

Mr. Fixtey. I don’t know of anything except it would be perhaps 
very bad judgment on the part of the city, and there is no indication, 
sir, that they would want to do it. 

Senator Kerr. Then your lightheadedness was due to the fact th: at 
you were allergic to the ‘condition, rather than doubtful of your being 
authorized to enter it? 

Mr. Fintey. That is right. 

Senator Hruska. Would you have to get the permission of the 
TVA to exercise this particular kind of bad judgment ? 

Mr. Fintey. The city would have to terminate or alter its contract 
with the TVA before the city as such could make a contract with 
anybody else. 

Senator Kerr. We are not talking about supplying the power to 
you as a wholesaler. He is talking to you about the distribution of 
it as a retailer, to your customers, 








166 TENNESSEE VALLEY AUTHORITY FINANCING 


Mr. Frntey. The city of Chattanooga if it wanted a franchise with 
a private electric company, would not have to go to TVA to do that. 

Senator Hruska. I wanted an answer to that question. Thank you. 

Senator Gore. I would like to ask a question, here. 

When did you execute the contract which you now have with TVA? 

Mr. Fintey. Our contract with TVA was executed in June of 1937. 
It was amended in January of 1940, after we purchased Mr. Sammis’ 
company, the Tennessee Electric Power Co. The TVA and ourselves 
purchased the Tennessee Electric Power Co. He referred to that. 
We then amended the contract with TVA, at that time. It was origi- 
nally entered into in June 1937. 

Senator Gore. In the case of different cities, there are different 
terminal dates of contracts? 

Mr. Fintey. Yes, sir. 

Senator Gore. In the case of Memphis, it terminates in 1958? 

Mr. Fintey. Yes, sir. 

Senator Gore. Now what kind of investment does the TVA have 
in the way of substations and transmission lines? What order of 
investment has TVA made in order to fulfill its contractual relations 
with you to supply your power? 

Mr. Frntey. It is a substantial investment, sir. It is in the order 
of some millions of dollars. Considerable millions of dollars. 

Senator Gore. Is it not the practice of the private industry, Mr. 
Finley—weren’t you in private industry before this? 

Mr. Fintry. Yes; I was in private industry. 

Senator Gore. Is it not the practice of private industry, when 
undertaking to supply a market, the supply of which requires con- 
siderable capital outlay, to enter into contracts to tie up that market, 
so to speak, until such period that their outlay can be amortized? 

Mr. Frntey. Yes,sir. Private companies as a rule seek a long-time 
franchise for the sale of their product in the city, or a given area. 

Senator Gore. Is it fair to say that this sole-supplier provision, 
which has been questioned here through testimony, is a practice in 
the industry, whether public or private ? 

Mr. Frntey. Yes; it isa general practice. 

Senator Gore. As a matter of fact, isn’t it almost an economic neces- 
sity, if a large capital outlay is to be justified ? 

Mr. Frintey. Yes, sir. 

Senator Gore. Thank you. 

Senator Kerr. Proceed. 

Mr. Fintery. The cries and appeals of rural residents for electricity 
service had long gone unheeded—it could be had only by rural areas 
at prices and under conditions that were prohibitive. About that 
time the-great REA program was begun and this, with the TVA 
opportunity, was eagerly seized upon by our rural areas. All the 
people of the Tennessee Valley, by a large majority, embraced the 
opportunity to acquire, own, and go forward with their own locally 
owned electric-power systems. They did not at that time nor do 
they now consider such an undertaking creeping or even galloping 
socialism. 

I have had a lifetime of service in both publicly and privately 
owned electric-utility work and my firm conviction is that it makes 
no difference to hardly any electric-service user which type of system 
he purchases his electricity from—either publicly or privately owned— 
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provided two conditions are met: These are: (1) the service must be 
satisfactory and sufficient for his needs, (2) the prices he pays for 
electric service must be to him fair and reasonable. The TVA whole 

sale price of electric service to our people seemed fair and reasonable. 
It had been arrived at after exhaustive studies which have since been 
proved correct—wholesale prices which would pay all TV A’s oper 

ating expenses, provide ample depreciation on the electricity invest 

ment and return over a specified period of years the Federal Govern- 
ment’s investment in these facilities. There has even been enough 
to also pay a tax equivalent to local taxing units, approximately equal 
to and exceeding those formerly paid by the private electric systems 
whose facilities TVA purchased. Of the amount of $968,365,000 of 
assets which TVA owned at the “ of fiscal 1954—that is, the elec- 
tricity assets—some $253,914,000, or about 25 percent of it had come 
from the earnings of TVA. 

In 1940 the war clouds of the Second World War were clearly visible 
and there was needed for defense abundant and quick electricity. The 
TVA project offered an opportunity to get it and so an accelerated 
electricity development within the TVA was begun, carried forward 
at top speed, economically and efficiently. Just the same as h: appened 
all over the country, the needs of the people and industry served by 
the 148 power distributors also grew and had to be provided for. Tt 
was logical, efficient, and right that these needs be provided for from 
the growth of the TVA system, their sole supplier of electricity. Thus 
fuel- generated plants came into use. 

Now, in 1955 5, we have a partnership electric system in the Tennessee 
Valley with the production and transmission of electricity carried out 
by the Federal Government and its distribution to the ultimate con- 
sumer carried out by our publicly and cooperatively owned distrib- 
uting systems. Just as the TVA system assets have grown, so have 
the assets of these local systems grown and at the end of fiscal 1954 
these 148 locally owned public and cooperative systems had assets of 
some $420,768,000. A use condition of electricity has developed by 
the Federal Government itself where by 1958 approximately one-half 
of TV A’s production of electricity will be used directly by the Federal 
Government in defense production—the remainder of its electricity 
going to a few directly served large industries and the customers of 
the 148 power distributors. 

I want to say that our locally owned power systems are a definite 
and important part of this tremendously large power system. The 
economy of our area has grown and gone forward based on such a 
relationship. And in this growth no . other part of our Nation has 
suffered or been imposed upon. We definitely feel there have been 
no handouts or subsidies given to us in the matter of electricity supply. 
Atomic energy, airplane aluminum, phosphorous for war use, Air 
Force development, and many other ingredients of national defense 
produced by the area belong to and have benefited all of our Nation. 
They have been brought about and made economic ally possible by this 
great electricity dev elopment around the TVA project. 

I want to state to the committee that we people of the Tennessee 
Valley area feel that the present TVA Act is a fair and reasonable 
one and could with every justification be left as it now exists. We 
believe that under such a procedure there will be created eventually 
a valuable asset entirely from the net earnings of the system. 
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However, we realize, also, that times have changed, that as the past 
gets further away from the present, new political concepts are devel- 
oped, new political philosophy comes into vogue, and that changes can 
be made in the TVA Act that will reflect these changes. We are well 
aware that the last three Congresses have declined to provide through 
the appropriation process much-needed additional Mactxiotty facili- 
ties. After much study and mature consideration, we believe that the 
present TVA Act can be changed so as to provide supplemental means 
to the appropriative method of financing these needed additional 
electricity facilities. We advocate and support the making of such 
changes provided that in them no punitive conditions are created, that 
no vengeance is wreaked upon our area for the very successes of the 
method, which such changes will alter, and that there is maintained 
the necessary flexibility which is required for the successful operation 
of an efficient power supply system. This we believe the Coiavies 
will do. 

As I understand it, these proposed amendments to the TVA Act in 
S. 2373 will make available to the TVA supplemental financing meth- 
ods besides the present appropriation seated: which will be retained 
for use when decided by the Solaesin. These proposed amendments 
will act to improve TVA’s corporation structure. They will allow 
the Federal Government to, in effect, remain the equity stockholder 
and allow to such equity ownership a choice of whether additional 
Government funds should be used for expansion, or whether additional 
funds should be provided by floating bonds. Such a choice is one 
which the management of a corporation should be able to make. 

The TVA has been one of our Nation’s most successful and efficient 
public corporations. It should remain so if it is to remain successful. 
In its development political considerations have not been injected 
into its business and financial decisions. Those of us best acquainted 
with it know that TVA’s management has always held uppermost the 
attainment of the purposes and intent of the act—to be reached 
through sound business methods and procedures. Nowhere have 
political considerations been allowed to detour them from reaching 
these goals. 

In a public corporation there are two equally important lines of 
responsibility, which must not be confused or allowed to conflict. The 
legislative body—Congress—is responsible for setting up the guide- 
posts and seeing that the corporation’s management carries out the 
public policies which it was created to serve in the public interest. The 
corporation’s management should be responsible for carrying out 
these policies and allowed flexibility which would permit them to do so 
in an efficient manner. 

The legislative process should not interfere with managerial func- 
tions. Particularly should political considerations not be injected into 
business judgments—especially where they may be instigated or dic- 
tated by interests hostile to the purposes for which the public corpora- 
tion was created. 

Anyone acquainted with the facts of life knows well the active hos- 
tility of private monopoly electric power companies to the TVA. 

Senator Krrr.. Now let me ask you a question, there: Are you re- 
ferring to the same group that Mr. Sammis chose to identify as the 
investor-owned electric utility companies ? 

Mr. Fintey. In general; yes, sir. 
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Senator Kerr. All right. 
Mr. Fintey. It is from some of such hostility, at least, we find our- 
selves in our present situation. How much it has influenced the Con- 
gress may be a moot question, but the facts are that the last three 
Congresses have denied appropriations to carry out the policies pur- 
poses, and intent of an act which the Congress itself created, 

I believe that partial freedom from the appropriation aoe for 
needed expansion funds will further promote TVA’s efficiency of 
operation and purchases. They themselves—— 

Senator Gore. What do you mean, “they”? 

Mr. Fintey. TVA. I believe they, in a public statement, admit that 
the timing necessary of major equipment purchases and construction 
to fit appropriation schedules, and yet meet power demands sometimes 
means buying in a disadvantageous market, paying overtime costs. 

Electric utilities with financial flexibility and managerial freedom 
just recently had a “field day” when major equipment manufactur- 
ers—GE Co. and Westinghouse—had competitive “white sales”—they 
saved millions upon millions of dollars in this first real price-cutting 
war these two concerns have ever had. My own little public corpora- 
tion setup in Chattanooga saved 27 percent on hundreds of thousands 
of dollars worth of major equipment needed over this year and next. 
It has even been rumored that purchases of then contemplated neces- 
sary Dixon-Yates equipment were made at very low prices. I’ve 
heard of one southern utility which bought some $6 millions below 
the market on future heavy equipment needs. It is a known fact that 
contractors bidding upon Government work dependent upon appro- 
priations for their money often bid higher on this account than they 
would upon similar projects for private companies. 

Senator Gore. You say you saved hundreds of thousands of dollars. 
What is the investment that the Chattanooga—what is the name of 
your concern ? 

Mr. Finiey. Electric Power Board of Chattanooga, 

Senator Gore. What investment has the Electric Power Board of 
Chattanooga made ? 

Mr. Finer. We have an electric plant, sir, which is valued at ap 
proximately $21 million. 

Senator Gore. It is your distribution system? 

Mr. Frntry. Yes. 

Senator Gore. What are the assets and liabilities of the corporation ? 

Mr. Frxtry. Do you mean including the capital assets, sir? 

Senator Gore. Yes. What is the financial statement ? 

Mr. Frnitey. On June 30, 1954, our system had a net plant value 
of $20,531,000. 

Senator Gorr. A net plant value? 

Mr. Finziey. I will deduct the bonds. At that time we owed roughly 
$10 million worth of bonds. : 

Senator Kerr. That was the depreciated value that you gave us? 

Mr. Finiey. That is after setting up a reserve for de 

Senator Gore. Well, that means depreciated value. 

Mr. Fintey. It is depreciated value. I will just file the statement. 

Senator Kerr. I would be glad to have the information, myself. 

Senator Gore. If you saved hundreds of thousands of dollars in 
your purchases here recently, it would indicate a larger operation than 
I had in mind that you had. 
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Mr. Frxtey. We do about $2.5 million worth of construction work 
every year, taking care of the needs of our customers. 

Senator Gore. And your net worth is now on the order of $20 
million ? 

Senator Kerr. That is the net value of his distribution system, 
against which he owes $10 million. 

Mr. Finuey. Yes; $10 million. 

Senator Kerr. That is your fixed assets. 

Mr. Frxury. Yes, sir; and then we have some current assets. 

Senator Kerr. What is your current position? Just current assets 
and current liabilities ¢ 

Mr. Fintey. Our current assets were $1,830,000 at the end of the 
last fiscal year, and our current liabilities were $1,050,000. We also 
had $1,600,000 in our sinking and bond funds, in cash. 

Senator Kerr. So that your bonded indebtedness actually would be 
a net of about $8,300,000, and your total—and your net on current 
0sition is about $750,000, plus $1.6 million, which is about $3 mil- 


t 


on, plus about $10.5 million. You have a net worth of around $13.5 
million. 


Mr. Fintey. Yes, sir. 
Senator Kerr. You kind of sacked those boys up on that deal; didn’t 
you? 

Mr. Fintey. Well, I will say we are very well satisfied with our 
purchase of the power company. 

Senator Kerr. When you dealt with the Tennessee Light & Power, 
did you overreach them ? 

Mr. Fixtey. Did we “overreach” them ? 

Senator Kerr. Yes. 

Mr. Fintey. No; I don‘t think so. I think we paid them a fair 
price for it. 

Senator Kerr. Did they agree to it? 

Mr. Fintey. Yes, sir; they agreed to it. 

Senator Kerr. How far were you away in what you paid them 
from the amount their financial statement at that time showed as 
their book value? Or would you know ? 

Mr. Fixtey. About the only thing I can say about that, Senator, Mr. 
Willkie started out wanting $114 million. We started out offering 
him $55 million. That is, TVA and all of us. We finally paid him 
$78 million for it. Mr. Willkie remarked to me afterward that he 
would have taken a little less than we paid him and I told him we 
would have paid a little more. 


Senator Kerr. It looks to me like you boys kind of sacked each 
other. 

Mr. Finuey. I will say we are very highly satisfied, Senator. 

Senator Gore. You feel, then, that you are a responsible business 
and that you have made a contract in good faith with a wholly owned 
Government corporation, called the Tennessee Valley Authority ? 

Mr. Frxtey. Yes, sir. I pointed out these savings to illustrate the 


advantages of flexibility of managerial control. 


Senator Kerr. Reduce that to words I can understand and tell me 
what it means, 


Mr. Fintey. Well, sir, if you give a man a job to do and don’t ham- 
string him, Senator, with too many rules as to how to do it, as long 
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us he understands what he is supposed to do as youl policy, then that 
is What I call giving him flexibility of accomplishment. 

Senator Gore. And in this specific Instance, Gk and Wi stil chouse, 
for some unknown reason, and in a most unusual display of competi 
tion between them had a price war for a few days‘ 

Mr. Frniry. That is right, 

Senator Gore. And TVA lidw t have the mor ey to take advantage 
of it: is that what vou say / 

Mr. Finuey. They didn't have the flexibility of purchases that, for 
instance, I have in my little operation. 

Senator Gore. You had the m oney to t: ike advantage and there by 

saved your agency some hundreds of thousands of dollars? 

Mr. Fintry. I bought well into next year’s requirements, sir. In 
fact, bought it with all the money that I had, sir. 

Senator Gore. When you sack GE, vou are doing all right, 

Mr. Finuey. I mention that to illus strate what I think is the ad 
vantage of management as I say having flexibility in the accomplish- 
ment of their purpose. 

The execution of policy set forth for a public corporation by a legis- 
lative or political body should be made a direct function of the man- 
agement to include, where deemed necessary and best, the arrange- 
ments for the capital funds needed. Senate bill 2375 will effect this 
for the TVA. After all, even though a public corporation, TVA is 
engaged in public utility or public service business. The function 
of such a business is to furnish the services needed in the most ef- 
ficient manner and at the lowest cost. The fact that TVA is an enter- 
prise created by the Government as compared with the priv: ately 
owned and organized public utilities is of no particular significance 
since both are created for the same pur pose, to serve people. 

As I understand, under Senate bill 2373, TVA would be relieved 
of the present 40-year payback schedule of its appropriated funds 
electricity investment. There would be instituted therefore, a re- 
quirement of annual interest payments upon this portion of In- 
vestment at the computed average interest rate payable by the U nite dd 
States Treasury upon its total marketable public obligations as of 
the beninning of the said fiscal year. Such a requirement recognizes 
and protects the Government’s existing investment in TVA from 
appropriated funds. There is a further provision, in addition to 
these interest payments, for reduction from surplus funds of TVA 
of this appropriation investment: present and future. These pro- 
visions make for ample protection of the Government’s equity in 
TVA. The proposed amendments require that power rates shall 
be charged which will do this. 

Senator Hruska. You say under the present law, the requirements 
for TV A’s payment are to continue those payments for a period of 
40 years? Is that right? 

Mr. Frxuey. Under the present TVA Act, Senator, ap poones ite 
investments made in electricity facilities in the TVA are subiect to 
payback to the Government within a 40-year period. 

Senator Hruska. That would be lifted and there would be put in 
its place the payment for ever and a day of an amount that is about 
equal to the present annual payments; isn’t that right? 

Mr. Fixiey. With the further added provision, sir, that as TVA 
had surplus funds, they could reduce that capital amount. 
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Senator Kerr. The annual payment of interest, Senator, is for such 
time as they haven’t repaid the advance, and this doesn’t make non- 
repayment mandatory; it just gives them the privilege of a period 
in which they are not required to make payments annually, but at 
all times they are required to make what amounts to the payment of 
interest on what is advanced to them. 

Senator Hruska. But those interest payments continue indefinitely, 
don’t they ? 

Senator Kerr. Until the obligation is discharged. 

Senator Gore. On the unrepaid portions. 

Senator Hruska. I did not understand it that way. I understood 

was in the nature of a dividend to be paid in perpetuity. 

Senator Gore. A dividend on unrepaid investment. 

Senator Hruska. And there is provision in the bill for repayment 
of the principal of the investment. 

Senator Gore. No; there is provision in existing law which requires 
TVA to amortize the power investment in a 40- year period. That 
is, if a steam plant is built now, 40 years from now it is to be repaid. 
But there is no requirement for interest. 

Now the Kerr bill would substitute therefor the requirement of 
un annual payment—call it interest or call it dividend. It is fixed 
in the bill as the average interest cost to the Government. Instead 
of having a mandatory payback period, it leaves to the TVA, the 
use of its surplus funds to pay back whenever it can, but for ever and 
a day, so long as there is unrepaid investment, then the dividend, or 
the interest would be annually paid at the rate, each year, of the aver- 
age cost of the money to the Government. 

“Senator Hruska. Would those annual payments reduce the out- 
standing 

Senator Gore. No. 

Senator Kerr. Not the dividend payments. 

Senator Hruska. Not the dividend payments? 

Senator Gore. In some respects the Kerr bill is far more stringent 
than existing law. 

Senator Hruska. Then I can’t see why TVA and people testifying 
on its behalf would submit to something that is not advantageous. 
1 don’t like to look a gift horse in the mouth. 

Senator Gore. I am not sure that I agree with the TVA on this, 
may I say, but I do recognize that what they desire is some flexibility 
in the use of their capital. The TVA staff and the Board are unani- 
mous in agreeing that they want to hold the Government entirely free 
or loss on their ‘investment, for any 1 year, so long as there is invest- 
ment, by paying to the Treasury the average cost of Government money 
for that year. 

It would leave, however, beyond that, flexibility within the Board, 
to use the revenues, to use the net proceeds, above that, in investing 
in expanded facilities, or, if the case will permit, in retirement of 
investment, which would end the annual payments. 

Is that right, Mr. Finley, as you understand it? 

Mr. Frntey. Yes, sir. 

Senator Gorr. And I am not sure I agree with it. 

Senator Hrusxa. I find it hard to understand. 
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Senator Kerr. At the present time they have been unable. as has 
been said, here, for three Congresses, to get additional appropriation 
for expansion. This will give them money for e xpi insion. 

Now they have to pay any surplus they have this year back to the 
Government, as a reimbursement and over and above the dividend, of 
such amounts as they have accumulated this year that they don’t 
reinvest in facilities. 

If they make $50 million this year and the interest or dividend 
payment is $25 million, that leaves them $25 million. If they don’t 
have a need for that to replace or increase facilities, they pay that 
back to the Government this year as a reduction of capital. 

Senator Hruska. Has there ever been such a time? We have had 
testimony, here, that they have always needed something, so that is 
a theoretical thing; is it not? 

Senator Gore. Is there a TVA witness here? 

Senator Hruska. This is probably not the right place, here. 

Senator Gore. See if Mr. Kampmeier—Can you speak to this? 


STATEMENT OF R. A. KAMPMEIER, ASSISTANT MANAGER OF 
POWER, TVA 


Senator Gore. Senator Hruska asked if TVA had actually paid 
into the Treasury in certain years, part of your revenue. 

Mr. Kampmerer. Yes, indeed. 

Senator Hruska. Over and above what we call the annual interest 
and dividend charge? 

Senator Kerr. Over and above the requirement for reimbursement 
under the present law, you have been paying additional funds every 
year, have you not ? 

Mr. Kampmeter. We have been paying, in the typical year, a third 
to a half more than the average that would be called for under the 
present legislation. 

Senator Hruska. And the excess has applied on the principal? 

Mr. Kampmeter. On the principal, the way it is now set up; yes, sir. 

Senator Hruska. On the principal of the appropriated funds which 
are invested ? 

Mr. Kamepmerer. That is correct. 

Senator Kerr. And that is in addition to the $200 million, approxi- 
mately, that you have used in expanding your facilities ? 

Mr. Kampmerer. Over and above the amount invested in facilities. 
There may be a little confusion there. The figures that have been 
mentioned—I think some of them may have included both the pay- 
ments and what has been invested, and some may not. 

Just in very round numbers, we have paid into the Treasury about 
$150 million, and we have invested in new facilities, out of earnings, 
close to $150 million. 

Senator Kerr. Of the $150 million you have paid them, how much 
was required and how much was overage? 

Mr. Kampmerer. If you do not mind letting me get a table, I will 
be sure I am speaking accurately. I have it right here. I do not 
like to trust my memory too far. 

In the first place, I should perhaps note that when we compare 
what we have paid with the amounts we speak of as called for under 
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the act, perhaps we are being conservative. In fact, the act would 
require us to pay, as a minimum, only $214 million in any individual 
year—any single year. But it requires that over a period of 40 years, 
after any given investment has been made, an amount be paid equal to 
that investment. 

Senator Kerr. That is on the retirement of your revenue bonds? 

Mr. Kawpmerier. That is in repayment of the ap propriations. 

Now, when we set ourselves up a standard for comparison, we use 
as that standard a payment each year of one-fortieth, even though 
we are not required under the law to pay that much in any given year. 
The minimum amount we would have been required to pay, for ex- 
ample, up to the current year, through the fiscal year 1955—and that 
is what I was spe: aking of—we would have been required to pay as a 
minimum only $28 million, but the amount that we would have paid 
through the year 1955, through June 30, if we paid each year one one- 
fortieth of the investment at the beginning of that year that had been 
provided from appropriations, that would add up to $87.6 million 
since this law was enacted in the 1948 Appropriations Act. As against 
that minimum of $28 million, or average of $87.6 million, we have 
paid to date through June 30, $127.5 million. 

Those figures all appear in the table that Mr. Wessenauer presented 
arlier today. 

Now, just to complete the picture, before this partic ular law was 
enacted, we had already paid $23 million into the Treasury out of 
revenues, which means that adding that in, by this June 30, we had 
paid over $150 million into the Treasury out of earnings, which is the 
figure that I mentioned earlier. 

Senator Kerr. And which is $63 million over the amount that you 
would have paid them had you made it 214 percent a year? 

Mr. Kampmeter. Nearly 50 percent more. 

Senator Kerr. At the same time, how much of your revenue over 
and above what you have paid the Government have you invested in 
additional facilities? I think you told us $150 million. 

Mr. Kampmeter. Up to the current year, the amount is approxi- 
mately $150 million. We can correct that for the record if it is not 
substantially right. 

Senator Kerr. If there is a correction necessary, give it to us. 

Mr. Kampweier. I am sure that is essentially the “right figure. 

Senator Gore. Does that answer your question ? 

Senator Hruska. That gives me the idea, but I might have other 
inquiry. As I say, the Kerr bill would seem to be a little more 
stringent, and I find it hard to determine why it would be acceptable 
on that basis. 

Senator Gore. Can you answer that? 

Mr. Fintey. I think I can answer the Senator. As I stated earlier, 
we are very well satisfied with the present setup, but the last 3 years 
Congress has refused to appropriate for any additional electricity 
facilities for TVA, and it has been suggested that some method other 
than the appropriation process be developed. 

So we come to them and, as I say, if we cannot have what we think 
is best, we are willing and believe that we can go along on this. 

Senator Gore. In other words, you, too, as I do, prefer the present 
system to what is proposed ? 
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Mr. Frntey. I make no bones about it. I think the present system 
is a good system. 

Senator Kerr. And you would prefer it if Congress would appro- 
priate the additional capits al ¢ 

Mr. Finx.tey. But Congress refuses to do it, Senator, and we have 
to have additional electricity facilities, and this is one way to get it, 

Senator Gore. And you think it is an acceptable way ‘ 

Mr. Finuey. Yes, sir; and it is also proposed that power rates be 
charged to do these things that the bill calls for, sir. 

If I can interpose for a moment here, in July of 1952 we raised our 
power rates, by agreement with TV A—with them—to take care of the 
interjection of fuel plants into the system. In other words, the costs 
were changing and it is not improbable t that, if TVA has to have 


i 


higher rates from us in order to meet the requirements of this, I have 
no doubt that we would be willing to work out an amicable arrange- 
ment on it. 

Senator Kerr. Is it a matter of public record what you pay TVA 
for your power at your gate / 

Mr. Fintey. Yes, sir. 

Senator Kerr. What is it? 

Mr. Finxiey. We paid them 4.08 mills per kilowatt-hour in my last 
fiscal year, sir. 

Senator Kerr. Is that the current rate? 

Mr. Frntey. It is the current rate based on my purchases; yes, sir. 

Bonds to be issued for future capital funds needs—and I am talking 
now about the Kerr bill, as I understand it—will be interest bearing, 
may or may not have scheduled retirements. They will not be an 
obligation of the United States Treasury or any of its funds other 
than TVA funds. Their interest rate and other indenture provisions 
would be determined by the acceptance given to them by bond invest- 
ment money which would be interested in such bonds. There has been 
an indic ation that substantial investment money would have an inter- 
est in such bonds. 

Senate bill 2373 leaves to managerial judgment, as it should, the 
determination of the details of issuing such bonds 
amount. This is as it should be. 

It seems to me it would not be necessary for Congress to set a limit 
upon or be required to authorize the issuances of such bonds. Such 
bonds would find investment money a better and probably more ex- 
acting rulemaker than congressional approvals. 

No defined numerical limit of bonds to be issued is are when 
bonds are to be issued only to provide the req| ure ment of tL power 
merket and for no other purpose, as is propose by this act. No 
power market, no need for capital additions, no income 
bonds, no bonds needed—cert: ainly none to be issued. 

This proposed Senate bill 2373 provides—when deemed wise and 
necessary by TVA management—for lease and 
agreements of power-generating and related facilities—as it should. 

This is a businesslike provision needed in the operation of a power 
system. While it is not contemplated that such arrangements will 
provide any substantial part of TVA’s future power facility needs, 
there will be occasions when it would be wise and advantageous to 
both parties to have such an arrangement. And the provision that 
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TVA may perform engineering and construction work for others in 
connection with power- facility programs is also a wise one. 

Undoubtedly, TVA has the best powerplant and power system 
engineering and construction force in our Nation. There are through- 
out the Tennessee Valley ample proofs of this. Why not let it con- 
tinue to be utilized for the area and national benefit ? 

It is not my purpose to further discuss other provisions of these 
proposed amendments. They are mostly technical and designed to 
safeguard the Government’s interest and make technically correct 
these proposed basic changes in TVA’s present source of capital ex- 
pansion funds. 

In summary, let me state how we in the Tennessee Valley feel in 
advocating your honorable committee’s approval of Senate bill 2373 
as ee being considered : 

For the last 22 years the Federal Government, by the use of a 
public cor a ation—T'V A—has built up and operated an integrated 
regional wholesale power system now serving the needs of the Federal 
Government itself in the area and also the needs of over 5 million 
people in an 80,000-square-mile area. In the next 5 years, the power 
requirements of this area may be expected to nearly double. Addi- 
tional capacity must be provided. 

2. The people of the area voted out the existing private electric 
utilities and have themselves taken over the distribution of their 
yower needs, encouraged by the Congress itself in this undertaking 
is the making available of a satisfactory and presumably adequate 
power supply. In this undertaking they have invested over $400 
million and will invest more millions of dollars because a power 
system is a growing project. 

3. During these 22 years, in partnership with TVA, there has been 
a demonstration that low electric rates promote increased consump- 
tion and that increased consumption promotes still lower rates. Much 
has been learned about the electric utility business from this demon- 
stration which has benefited the whole Nation. 

4. In TVA, we have an outstandingly successful demonstration of 
the use of a public corporation to achieve a legislative objective—an 
example of how such a pubhe corporation may engage the best expert 
skill, may go forward successfully without political qualifications for 
employment, and may attract to its service those who have a real 
willingness to engage in public service as a matter of honor and public 
duty, and render efficient personal service. 

In a real sense, the TVA is not the sole property of the Federal 
Govern iment to be dealt with as a pawn and in line with the political 
vagaries of changing administrations. Through power contracts, it 
is bound to and is, in effect, a part of the people of the Tennessee 
Valley area and their lives. These people rightfully depend upon 
it for their power supply and have already contributed to the Federal 
Government millions of dollars in repayment of its investment in 
this joint power partnership venture. Their voices should count 
heavily in decisions affecting TVA’s future effectiveness. 

6. We see in these proposed amendments, through S. 2373 to the 
TVA ACT, an opportunity to— 

(a) further improve TVA’s corporate structure; 

(4) further safeguard the Federal Government and the dis- 
tributors’ investments; 
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(c) provide for the orderly additions of needed additional 
system generating and transmission facilities as needed; 

(7d) remove from Congress this annual argument over TVA 
funds. 

It is my hope that the amendments will be enacted into law. 

Senator Kerr. Thank you, very much, Mr. Finley. 

Are there questions / 

Senator Gore. No questions. 

Senator Kerr. This statement at this point in the record, Senator, 
about the subject we were discussing a while ago: Under this pro- 
posed bill, the Government would not only receive an annual dividend 
on its investment, it would receive as reimbursement funds cur- 
rently accumulated, not required for expansion. When the entire 
investment had been reimbursed, it would continue to receive from 
the corporation funds accumulated annually, not required for further 
expansion and, at all times, would own the corporation and it would 
be fully under the control of the Congress. 

Senator Gore. May I point out one thing? 

Senator Kerr. Yes. 

Senator Gore. Those revenues invested in additional facilities as 
truly belong to and accrue to the assets of the Treasury, as if they 
were paid into the Treasury, because the Government has an increas- 
ingly valuable asset, a utility that has an increasing earning capacity, 
as was cited here this morning. The current earnings for last year 
were $48 million. The current earnings for the present fiscal year 
are expected to be $58 million. 

Can you give us a 10-year schedule of earnings, Mr. Kampmeier ? 

Mr. Kampmetrr. The last 10 years? 

Senator Gore. Yes. 

Mr. Kampmerer. Yes, I can give you that right now, I believe. 

I will give you the figures of net operating income from power 
operations for the last 10 years, 

Senator Gore. Can you give it to us by the year? 

Mr. Kampmeter. Yes. Ten years would be 1946 through 1955. 

Ninteen forty-six, $16,800,000 in round numbers. 

Senator Busu. What is the investment, at that time? Is that indi- 
cated there? 

Mr. Kampmerer. The average power investment that year was $400 
million, which meant that the return on the investment was 4.2 per- 
cent. If you like, I will give for each year, not only the income, but 
the investment and the percent return, if you would like that. 

Senator Gorr. Can you read that quickly ? 

Mr. Kampmeter. Yes. 

[Dollars in millions} 


Income 


| 
at Average | rewrn 


nvestment return 


$400 
400 | 
405 
430 | 
455 
495 | 


710 
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Senator Busn. What happened there ? 
Mr. Kampmeter. That reflected 2 or 3 factors. The one that had the 
greatest effect was that 1953 was an exceedingly dry year, affecting our 
hydro output. 

Secondly, our capacity was falling behind in relation to our load 
and we were having to use disproportionately large amounts of high- 
cost, marginal power 

Now, the same thing was true to a considerable degree in the follow- 
ing year, as you will see from the figures. 


[Dollars in millions] 








Income | Averace Percent 
| jinvestment| return 
} 








ie ee Nd Se tas ae eee St a! ad oe ta $28.8 | $390 | 3.2 


a a Nee ake Le eae 48. 0 1, 130 | 4. 25 


That is bs ack to nor wii: 

Senator Bus. Those figures do not take into account any interest 
payments or charges ¢ 

Mr. Kamemeter. No, sir. I assumed you wanted the operating in- 
come before any computation of interest, in order that the percent 
return that I am stating would represent the true total return on the 
investment. 

Out of that, we did make payments of interest on the limited 
amounts of bonds issued back in 1939, and which we have been gradu- 
ally repaying. We are planning to repay the last of those bonds 
this fiscal year. 

Senator Busn. But not interest charges accrued, because there really 
were no interest charges of any size; is that right ? 

Mr. Kampmeter. Other than the interest on the bonds there have 
been no interest charges. That goes to the point that Senator Hruska 
was talking about, that we have not been asked to make any payment 
of interest as such on the Government investment. 

He expressed some concern as to why TVA is willing to assume the 
obligation of an annual return on that investment. I might comment 
there that we feel, inasmuch as our earnings are providing for the 
Government a return well in excess of its average cost of money, that 
perhaps it would be well to have a part of that earmarked as a return 
in reimbursement of the cost of money so there could be no dispute 
about it as there has been so much dispute about it in the past. 

We get rather tired of being told that we are not earning for the 
Government their cost of money when, as a matter of fact, we are 
earning for the Government more than the cost of money. 

Senator Busu. You are earning a little more than the cost, but 
the Government has had to go out and borrow substantial amounts of 
money to go into this thing. 

Mr. Kampmerer. Yes, indeed. 

Senator Busn. Yet that is not reflected at all. When you speak 
about the return, there is no comparable charge for interest in there. 

Mr. Kampmeter. It is a return measured in the same way as I be- 
lieve is standard practice in referring to the return earned, for ex- 
ample, by a private utility. When they speak of earning a return 
Senator Hruska. I would take issue with that, because there is 
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always the interest indebtedness and load which is always deducted 
before return is figured. 

Mr. Kawpmeter. Excuse me, Senator. When a utility is stated to 
earn a 6-percent return on the investment—when it is permitted by 
the regulatory commissions to earn a return of 6 percent on its In- 
vestment, that is a return before interest. 

Out of that return, they pay the interest expenses on that part of 
the investment that is represented by bonded debt, and dividends on 
the preferred stock and then thev have left the earning on the stock 
which will amount to about 10 or 12 percent return on the common 
stock investment. 

Senator Kerr. But their statement that they make showing their 
earnings, is that amount which is left after that interest is paid. 
Their income statement for their stockholders and their return to a 
regulatory body, are two different things. 

Mr. Kampmeter. Yes: and the earnings for the stockholders are 
shown in the income statement as the remaining earnings after in- 
terest and after Federal taxes. 

Senator Kerr. Now, the Federal Government has this additional 
asset here, Senator, in this regard: In the first place, they made their 
payments to the Federal Government—TI do not know whether you 
were here or not—based on the law in effect and the requirements 
which it imposes of a certain amount each year. 

Senator Busu. That is right. 

Senator Kerr. In addition to what the Government has received, it 
owns this corporation and has an additional $150 million invested cap- 
ital in the form of producing assets. 

Senator Bus. [ understand that. 

Mr. Kampmeter. Just so there is no misunderstanding on this ques- 
tion of computing the percent return, I might add this comment: 
If I had quoted you a return on only the investment that the Govern- 
ment has made through appropriations, the figures of percent return 
on that investment would have been larger than I stated. Specifi- 
cally, if I had deducted from the income the interest we have paid on 
the bonds we issued, and had deducted from the total investment that 
bond investment and the accumulated earnings so that we looked only 
at the investment that has been made by appropriations out of the 
Treasury, then obviously the remaining earnings, after interest on 
the bonds, has been a greater return on that appropriation investment, 
percentagewise, than the figures I have quoted. 

I tried to be conservative. 

Senator Hruska. Now, you tried to be accurate. What ‘kind 
hocus-pocus would that be to disregard a substantial part of the in- 
vestment in order to bring your rate of return a little higher’ I do 
not think there is any sense or rhyme or reason for that. 

Mr. Kampmeter. What disturbed me, and the reason I mentioned it 
was because you seemed to challenge my comment about the return 
reported by utilities. When the utilities report a 6- percent return, 
allowed by the regulatory commission, it is computed just the way I 
have computed the return earned by TVA. 

On the other hand, if you want to talk about the return available 
for the common-stock holders, you would have to go through the 
sort of process which I just indicated we would need to go through to 
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be comparable, and on that basis we would have a somewhat higher 
figure of return than those I gave. 

Senator BusH. You are using the word “return” the same as it is 
commonly used when they say the commission allows a 6-percent 
return / 

Mr. KAmpmeter. Exactly. 

Senator Busw. Then you are showing a 4.5, or sometimes a 5 percent 
return in those terms, which is lower than usually i is allowed ¢ 

Mr. KamMpMEIrr. Oh, yes. We expect it to be lower. We seek to 
operate on a basis that does provide a lower return, because TVA has 
been instructed by the Congress that it is to sell power at the lowest 
possible rates and that the objective of earning a return is a secondary 
objective and not a primary objective, as with a private utility. 

Senator Kerr. That is why Chattanooga buys electricity at 4.08 
mills at the city gate instead of what was indicated here by one of 
the witnesses before us on another bill, that it would cost them 
about 6.8, or 7, to produce it. 

Senator Hruska. Mr. Chairman, before we get too far away, may 
we have that material which was given, covering those 10 years, ar- 

ranged in tabular form, in the record? I think it would be easier to 
follow. 

Senator Gore. That will be provided. 

Are there any other questions? 

Thank you, very much, Mr. Finley. 

Senator Gore. Mr. Chairman, I think it might be well, since Mr. 
Kampmeier has referred to the payment of interest on bonds, to 
have the record show what amount of bonds the TVA has issued, 
when, and their status of retirement. 

Mr. Kampmeter. TVA issued $65 million of bonds back in about 
1939, primarily in connection with the acquisition which Mr. Finley 
referred to of the properties of the Tennessee Electric Power Co.— 
that part of those properties which TVA acquired. 

Now, that $65 million of bonds that was issued was held by the 
Treasury and the Reconstruction Finance Corp. The part now re- 
maining is held entirely by the Treasury. 

We have paid interest on those bonds at rates specified to us, from 
time to time, by the Treasury. And the last of those bonds—there is 
now $14 million still outstanding—are about to be retired. 

Senator Gorr. Now, that $65 million was invested in facilities? 

Mr. Kampmeter. Yes. 

Senator Gore. Are those facilities still valuable? 

Mr. Kampmerer. Yes, indeed. Those facilities, as I say, include in 
large measure the facilities that we acquired from the Tennessee Elec- 
tric Power Co., and those properties are still in operating condition. 
We maintain them, keep them in operating condition, and use them as 
a part of our system. 

Senator Gore. Now, they are largely paid for, entirely out of the 
earnings of the TVA, but belong exclusiv ely to the Federal Govern- 
ment ¢ 

Mr. Kampmeter. That is right. 

Senator Gore. Then this power to issue bonds of the TV A—I dare- 
say this is what you had in mind, Senator Hruska—this power to issue 
bonds was taken away from TVA, when? 
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Mr. Kampmeter. In a subsequent amendment to the TVA Act, and 
I would prefer to furnish that date if I may, because I do not remem- 
ber it right at this moment. 

Mr. FINLeEy. 1939. 

Mr. Kampmerer. Mr. Marquis of our legal staff is here and can 
provide that information, I am sure. 


STATEMENT OF ROBERT H. MARQUIS, ASSISTANT GENERAL 
COUNSEL, TENNESSEE VALLEY AUTHORITY 


Mr. Marquis. In 1939 we had the power to issue $100 million worth 
of bonds under the act as it then existed. Less than $10 million of 
bonds had actually been issued. Then at the time that we purchased 
the properties of the C. & S. Corp.—the Commonwealth & Southern, 
Mr. Willkie’s corporation—in 1939, there was substituted for the 
then existing $100 million bond authorization, a new section in the 
TVA Act which authorized us to issue the amount of bonds believed 
necessary for that particular purchase: $61,500,000. At the same 
time it was provided that no additional bonds should be issued under 
the previous authorization. So the 1939 bond authorization was 
really a replacement to the extent of $61,500,000. 

Senator Kerr. With the limitation on the replacement in the amount 
you have indicated ¢ 

Mr. Marquis. Yes, sir. 

Senator Kerr. Are there other questions ? 

Senator Hruska. In that taking over of C. & S., you took over the 
transmission ¢ 

Mr. Marquis. TVA purchased the generating and transmission 
properties. The municipalities and cooperatives purchased the dis- 
tribution properties. 

Senator Gore. Is it fair to say in general, though there are certain 
things in the Kerr bill which were not in the original TVA bonding 
authority, is it reasonable to say that, in general, TVA is now asking 
for authority to do that which she has already done before, and suc- 
cessfully / 

Mr. Marquis. I think that would be correct ; yes, sir. 

Senator Kerr. Are there other questions ? 

Mr. Dempster’s statement may be filed and made a part of the 
record. 

(The prepared statement of Mr. Dempster follows:) 


STATEMENT OF GEORGE R. DEMPSTER, Mayor OF KNOXVILLE, TENN., PRESIDENT, 
CITIZENS FoR TVA 


I am George R. Dempster, mayor of Knoxville, Tenn., and president of 
Citizens for TVA, Inc., a grassroots organization of some 40,000 members in 24 
States. We strongly endorse S. 2373, the Kerr bill, and urge its passage without 
substantial change. 

We have lived and worked for 22 years with the TVA staff which worked out 
the self-financing plan embodied in the Kerr bill. We know them to be the 
most competent, most dedicated group of people this Government has ever 
been fortunate enough to have working for it. They have studied this ques- 
tion for many years. They know what they are talking about. We have com- 
plete confidence in their recommendations, and particularly with respect to 
this bill before you. 

In our opinion the TVA self-financing plan as embodied in the Kerr bill is a 
sound and workable plan that protects the power consumer, the investor, and 
the Government. It demonstrates the financial feasibility of the TVA power 
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program. By supporting it here today, we citizens show that we are quite 
willing to pay whatever power rates are necessary to enable TVA to supplement 
Federal appropriations with revenue bonds and lease-purchase arrangements 
as proposed in the bill before you. We believe these rates can continue at their 
present levels, for the return on the power inyestment is sufficient to cover all 
legitimate costs. 

This bill should have the wholehearted support of the present national admin- 
istration. The President has indicated his disapproval of further Federal 
appropriations for TVA’s power program, and this objection is squarely and 
honestly met in the Kerr bill. We shall never forget his campaign pledge to 
maintain TVA at maximum efficiency. We believe that pledge can be carried 
out by supporting this bill and refusing to go along with Budget Bureau efforts 
to load unnecessary charges on TVA and place it in an administrative strait- 
jacket. 

In our opinion this self-financing plan is necessary if the TVA power system 
is to be maintained as an efficient, integrated unit. As mayor of one of the 
largest cities in the Tennessee Valley I am opposed to a policy of forcing mu- 
nicipalities into a pattern of piecemeal, isolated generation of electricity. What- 
ever powerplants are to be built by cities, States, or power distributors in the 
Tennessee Valley should be built with the needs of the system in mind and 
should be integral parts of that system. This can be accomplished under the 
Kerr bill. : 

Members of the committee, the Tennessee Valley has lived for over 2 years 
in a state of anxiety and concern about its future power supply. We have demon- 
strated that the Dixon-Yates formula is unworkable and unacceptable. We wish 
to see the TVA continue as an efficient producer of low-cost electricity as it is 
directed to be by the TVA Act. It can continue in this role, bringing great 
benefits not only to the region but to the country and the free world if the Kerr 
bill is adopted by Congress as its solution to the nagging problem of furnishing 
capital for necessary additional power-generating facilities. 


Senator Kerr. We will next hear from Mr. Ames. 


STATEMENT OF CHARLES T. AMES, TVA PUBLIC POWER 
ASSOCIATION 


Mr. Ames. Gentlemen, I wish to identify myself as Charles T. Ames, 
manager of the electric department of the city of Holly Springs, 
Miss., and I wish to express my appreciation for this opportunity of 
appearing before your committee. 

Tam appear ing on behalf of my mayor and board of aldermen, and 
also the Tennessee Valley Public Power Association, which is an 
organization in which nearly 90 percent of the 148 distributors of 
TVA power are members. 

I am a graduate electrical engineer and for the past 10 years I have 
been the manager of the city of Holly Springs electric department. 

Holly Springs has owned and operated its own electric distribution 
system since 1898—I might add that was the first time electricity was 
ever produced and distributed in Holly Springs—and it also owns 
and operates its own water and natural-gas distribution system. 

The officials and private citizens of our community have always felt 
that it isa community's privilege to own and operate its own utilities 
if the people in the community so desire. 

We feel that this same privilege can be exercised by a region as 
well when the people of the region so agree. 

Holly Springs owned and operated its own electric generating plant 
until 1936 when it contracted with TVA. Acting in good faith, the 
officials of Holly Springs accepted the provision contained in this 
contract with the Federal Government through its agency, the Ten- 
nessee Valley Authority, which stated that TV A would supply all the 
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electric power requirements and on the strength of this provision 
the city-owned electric generating facilities were disposed of. 

With the cooperation of TVA and REA, as well as private invest- 
ment firms, we have extended our electric distribution system until 
we now serve people and communities in the greater part of two 
counties. These people and communities were afforded the benetits 
of central station electric service for the first time. Since World War 
II our system’s power requirements have increased at a rate which 
doubles every 5 years. This increase is typical throughout the Ten 
nessee Valley region. 

Until recent years there has been little reason to doubt that TVA 
would be able to supply all of the region’s power needs; however, 
the past three sessions of Congress have failed to appropriate funds 
for new TVA generating plants. 

It now appears that due to the very fact that TVA’s power policy 
has been such a success that a limit has been placed on the further 
growth and development of this great hem a The region which 
was once referred to as the Nation’s No. 1 economic problem has now 
become the No. 1 economic problem of ae power interests 

We are nae accused of being subsidized by the taxpayers ‘of the 
rest of the Nation in spite of the fact that the combined wholesale 
and distribution systems are earning sufficient revenues to cover all 
operating and investment costs with a margin equivalent to the taxes 
paid by comparable private systems. 

In our opinion, TVA has not been a Government project set up to 
benefit a particular area. Besides paying its own way, the rest of 
the entire Nation has benefited. The great amounts of electric power 
consumed by the defense plants in the TVA region have meant hun- 
dreds of millions of dollars savings to taxpayers and farms and homes 
and businesses throughout the country have obtained lower electric 
rates because of the influence of TVA’ success. 

Since Congress has shown its unwillingness to continue to appro- 
priate funds to expand the generating capacity of TVA to meet the 
needs of the power distributors dependent upon TVA for power, it 
becomes necessary that other means must be devised whereby funds 
can be made available to TVA to meet the expanding power needs. 

As one of the power distributors having a part in the some $450 
million invested in distribution facilities, we are vitally interested in 
the methods to be used in providing funds and the controls which will 
be imposed upon the use of these funds. 

After reviewing 8S. 2373, known as the Kerr-Gore bill, it appears 
that this is a fair and equitable approach to the problem as an alter- 
nate method of financing TV A’s power facilities by means other than 
direct appropriations. We feel that this plan will meet the need and 
will give the management of TVA the freedom necessary to provide 
the power required to supply its contractual obligations. 

If revenue bonds are to be sold to the public, then the public must 
certainly be given the assurance that the ability to earn revenues can- 
not be impaired by events beyond the control ‘of TVA. 

I do not believe there is a single distributor of TVA power who 
wants a handout from the Government, and we cert: uinly do not be- 
lieve that we have ever been in this position. 
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If, however, the adoption of S. 2373 required an adjustment upward 
in our power bill, we would certainly have no objections if we were 
assured of a power supply adequate to meet our needs. 

We do not, however, want an adequate power supply ut any price. 
We have been partners in this great venture with TVA for nearly 
20 years and we subscribe to the basic principle which we believe this 
partnership has demonstrated—that low electric rates promote in- 
creased consumption and increased consumption makes possible low 
electric rates. 


Gentlemen, I certainly hope that this committee will see fit to take 
the steps to enact the Kerr-Gore bill into law. 

Senator Kerr. Thank you very much, Mr. Ames. Are there ques- 
tions? 

Senator Gore. No questions. 

Senator Hruska. No questions. 

Mr. Ames. Thank you again, Senator. 

Senator Kerr. We will now hear Mr. Hooper. 

We have a letter here from the Treasury Department, signed by 
Mr. Randolph Burgess, Acting Secretary of the Treasury, with refer- 
ence to the pending bill, which will be made a part of the record. 

(The letter referred to follows:) 


JULY 22, 1955. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8S. 2373, to amend the Tennessee Valley Authority Act of 
1933, as amended, and for other purposes. 

The Treasury Department favors the objective of the bill—that is, to authorize 
the Tennessee Valley Authority to issue revenue bonds and sell them in the 
open market for the purpose of obtaining additional capital to finance its opera- 
tions. However, the department believes that S. 2373 should be revised in the 
following particulars: 

(1) The issuance of obligations and the deposit of funds in banking institu- 
tions by the TVA should be subject to the approval of the Secretary of the 
Treasury. 

(2) TVA should be required to submit a capital budget program for advance 
approval by the President and the Congress and its operations should be included 
in the budget. 

(3) The rate of return on the Government’s appropriation investment in TVA 
should be based on the average rate on marketable public-debt obligations having 
maturity of 15 or more years. 

(4) Depreciation accruals on the Goveenment’s appropriation investment in 
power facilities should be returned to the Treasury, rather than reinvested in 
power assets, until the appropriation investment is reduced to $250 million. 

(5) Although there would be no objection to permitting national banks to 
deal in or underwrite TVA obligations, they should not be permitted to hold such 
obligations for their own account in amounts exceeding 10 percent of unimpaired 
capital and surplus. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
W. RanpoLtPo Burcess, 
Acting Secretary of the Treasury. 


Senator Kerr. Mr. Hooper, I see you have a statement here of some 


length. Would you like to introduce it in the record and summarize 
it for us? 


Mr. Hooper. If such is the will of the committee. 
Senator Kerr. Our will is your will. That was just a suggestion. 
Otherwise you proceed as you wish. 
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Mr. Hoorrer. With your permission then, Mr. Chairman and gentle 
men of the committee, I will proceed. I am not a fast reader but I 
will do the best I can under the circumstances. 

Senator Kerr. All right. 


STATEMENT OF W. E. HOOPER, PRESIDENT, AMERICAN PUBLIC 
POWER ASSOCIATION, ACCOMPANIED BY ALEX RADIN, GENERAL 
MANAGER 


Mr. Hoover. My name is W. E. Hooper. I am a resident of Shef 
field, Ala., and am general manager of the power, water, and gas 
department of that city. I am appearing here today, however, in 
my capacity as president of the American Public Power Association, 
a national trade organization which represents more than 800 local 
publicly owned electric utilities in 40 States and Puerto Rico. I am 
accompanied by Alex Radin, general manager of the American Public 
Power Association. 

I have been associated with various phases of the electric industry 
since 1926, when I graduated, with a bachelor of science degree in 
electrical engineering, from the Alabama Polytechnic Institute at 
Auburn. 

Upon my graduation I was for a short time a student engineer 
with the General Electric Co. at Schenectady, and except for a period 
during World War Il when I served with the Marine Corps, I was 
employed from 1926 until 1946 in the power sales engineering depart- 
ment of the Alabama Power Co. 

In 1946 1 was named general manager of the city power, water, and 
gas department at Sheffield, and have served continuous sly in this 

capacity since that time. I am a registered electrical engineer in the 
State of Alabama. 

The American Public Power Association, which I represent here 
today, has a profound interest in the financing plans for the Tennessee 
Valley Authority, the subject currently before’ your committee. 

Our association does not represent any Federal] power system such 
as TVA, but a large number of the municipal electric utilities which 
comprise our membership do purchase power at wholesale from 
TVA and other Federal agencies. In the 1954 fiscal year the munici- 
pal distributors of TVA power which are members of our association 
purchased more than 7,600 million kilowatt- ae, from TVA. These 
wholesale purchases represented 78.8 percent of TVA’s total sales 
to municipalities during that fiscal year. In view of the fact that 
TVA represents their sole supplier of electricity, these municipalities 
naturally look with a great deal of interest and concern upon legisla- 
tion which would affect financing and other conditions under which 
TVA operates. Such legislation has a direct bearing not only upon 
TVA’s ability to continue to supply ample power to ‘these munc ipal- 
ities, but the rates and other service conditions likewise are related 
to this legislation. 

Aside from the interest of our members in the TVA area, our asso 
ciation has two other grounds for concern with this legisl: ation: 

First, the pattern of financing evolving from this legisl: ation may 
well be cited as a precedent for Federal power systems in other parts 
of the country which supply power to our members: and 
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Second, TVA is regarded as one of the outstanding public power 
systems in the country, and legislation which might adversely affect 
this agency would reflect adver rsely upon all public power systems. 

Through the years our association has supported TVA and the 
purposes for which it has stood. We believe that this agency, which 
has attained worldwide acclaim, has an outstanding record and has 
amply justified such support. As a long-time resident of the Ten- 
nessee Valley area, and as manager today of one of the 97 municipal 
distributors of TVA power, I have personally seen how this agency 
has brought lower electric rates to the people of the area, has raised 
their standard of living and has provided a yardstick for electric rates 
nationally. The impact of TVA upon electric rates throughout the 
country is graphically demonstrated by the fact that, like ripples j ina 
pool, electric rates become steadily higher as the distance from the 
TVA area increases. 

Although, as a resident of the area, I am particularly impressed 
with the regional benefits of this agency, TVA has proven to be a 
national asset. The power portions of this project not only are self- 
liquidating, but for the first 21 years of the agency’s existence it has 
earned a 4 percent return on the Government’s investment in the power 
features. Moreover, the proportion: ite share of the individual income 
tax oa by the people of the TVA area has risen from 3.4 percent of 
the Nation’s total in 1933 to 6.2 percent of the Nation’s total in 1952. 

1 will not dwell further at this time on TV A’s outstanding recora, 
for the facts are well known to you and are available in complete 
form from TV.A’s annual reports to the Congress. 

Our association in the past has consistently supported the appro- 
priation by Congress of such funds as have been needed to supply the 
demands for power in the valley. By contract with the various 
municipalities and rural electric cooperatives in the TVA area, the 
Government some 20 years ago entered into partnership with these 
local organizations whereby the Government agreed to furnish their 
necessary power requirements, with the local agencies investing their 
funds for distribution facilities. We have felt that through these 
contracts the Federal Government had a solemn obligation to supply 
the power needs of the area. The fact that funds for these generating 
facilities were completely self-liquidating further enhanced the jus- 
tification for such investments on the part of the Federal Government. 

In view of the deficit financing which has characterized govern- 
mental budgeting during recent years, and especially in light of the 
Dixon-Yates episode, it has become apparent that additional means 
of financing must be found for TVA. 

For that reason, at our organization’s most recent annual conven- 
tion, held May 3-5 at Jacksonville, Fla., our association unanimously 
adopted, as its first resolution, a resolution endorsing the TVA self- 
financing plan embodied in S. 2373, which is currently before your 
committee. A copy of this resolution is submitted herewith. 

Senator Kerr. Without objection, the resolution referred to will ap- 
pear in the record at this point. 

(Res. No. 1, TVA Self-Financing Plans, above referred to folows:) 


RESOLUTION No. 1. TVA SELF-FINANCING PLANS 
Whereas Congress through the establishment of the Tennessee Valley Author- 


ity has caused the Government to be the source of power supply for the Ten- 
nessee Valley service area, including the huge needs of the Government itself for 
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national-defense power needs in this area, with resulting large benefits in 
to the Government for such national-defense power needs, and has made a1 
appropriations for the purpose of providing such power supply ; and 

Whereas in addition to these huge savings in the Government's p 
for national-defense needs, a return to the Government averaging 4 percen 
been realized upon such appropriations, which are being repaid by TVA to 
Government upon a schedule imposed by the Congress : and 

Whereas the TVA has submitted to the Bureau of the Budget a proposed plan 
whereby TVA can issue its own revenue bonds (not to be a direct Government 
obligation, but only one of TVA itself) which can provide funds for the future 
power needs of the Tennessee Valley service area, now increasing at the rate of 
750,000 kilowatts per year, all of which power needs Congress may not wish to 
provide for by appropriated funds ; and 

Whereas such proposed self-financing plans for TVA, as submitted by them to 
the Bureau of the Budget, have had widespread approval throughout the Ten 
nessee Valley service area, and particularly by the executive board of the Ten 
nessee Valley Public Power Association, a group 96 percent reprsentative of the 
150 municipalities and cooperatives who distribute TVA power in the area: Now, 
therefore, be it 

Resolved: 

1. That the American Public Power Association urges the Bureau of the 
3udget to promptly approve, as submitted, these self-financing plans of the TVA 
for its funds needed for future power supply ; and 

2. That the American Public Power Association urges speedy enactment 
the Congress of such plans, as submitted, into law 

Adopted May 5, 1955, American Public Power Association convention, Jack 
sonville, Fla. 


Mr. Hoor ER. >. 9573 provides for thre eS alter native means of finane 
ing future power requirements of TVA: (1) A continuation of Fed- 
eral appropri: itions, whenever C ongress feels that this is the proper 
method for financing certain additions; (2) permitting the Authority 


to issue revenue bonds in the private market: and (3) authorizing 
lease or lease-purchase arrangements with municipalities or other 
local governmental entities whereby the credit of these local agencies 
could be used to construct needed facilities. 

We firmly believe that in considering any new financing plan for 
the TVA, three of the unique contributions of TVA must be preserved. 
They are (1) sufficient freedom of operation of the corporate stru 
ture to enable it to perform most effe tively: (2) the integrated, 
cional nature of the power system ; and (3) establishment of the 
lowest rates economically feasible. Any proposed amendments to the 
TVA Act which run counter to these principles, or violate them, 
should, in our opinion, be rejected. 

Examined in the hight of the fundamentals stated above, we believe 
that S. 2373 would not be « ‘ontrary to these princip!] es, but. on the con 
trary, would be completely in harmony with these principles. For 
this reason. we have endorsed this bill. 

Since the Federal appropriations technique is not a new one, but 
is an extension of a prince iple used since the ince ption of TVA. I wil] 
not comment extensively on it, except to say that, as TVA will con 
tinue to be owned by the Federal Government, the Government should 
not deny itself of ‘what is undoubtedly the most economical means 
to finance needed additions to this syste m. 

Appropriations should be considered. E perth ular, in connect 
with any power-generating facilities ae 0 supply the Gover 
ment’s own installations, such as those of the military forces or the 
Atomic Energy Commission. In this conne shi may | — out 
that direct sales by TVA to national defense agencies of the Govern- 
ment will require half of the total annual output of the TVA power 
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system by 1957. There is no reason to believe that these agencies 
will not continue to require additional supplies of power in the future, 
and if this is the case, the Government should not be denied the 
means of supplying its own needs through its own funds. For that 
reason, especially, it is important that TVA continue to have author- 
ity to expand its generating facilities through appropriations, when 
such a course is approved by the Congress. 

With regard to the second alternative means of financing, the 
issuance of revenue bonds, we believe that our organization is in a 
unique position to recommend such a course. 

As I indcated earlier, our association is composed of local pub- 
licly owned electric systems such as municipally owned utilities, pub- 
lic-utility districts, and county and statewide systems. While I know 
of no definitive survey showing the total number of these approxi- 
mately 2,300 local publicly owned utilities which have authority to 
issued revenue bonds, from my own experience in this field and con- 
tacts with the managers of other local publicly owned electric systems 
throughout the country, I know that a great many of these utilities 
have author ity to finance their plant expansions through the issuance 
of revenue bonds. 

I also know from personal experience that this has proven to be a 
highly successful means of financing. Some of the largest and most 
successful municipally owned electric utilities in the country have 
authority to issue revenue bonds and the low rates of interest com- 
manded by these bonds attest to the successful operation of these 
organizations under such financing authority. For example, I note 
that the Los Angeles Department of Water and Power, the largest 
municipally ow ned electric utility in the country, which has electric 
assets totaling more than $426 million and which serves approxi- 
mately 780,000 customers, in January of this year sold $18 million in 
revenue bonds at an interest rate of 2.47 percent. 

All of the State-owned electric systems, such as the South Carolina 
Public Service Authority, the Grand River Dam Authority of Okla- 
homa, and the Lower Colorado River Authority of Texas, likewise 
have power to issue revenue bonds. Such is the case, too, with the 
public-power districts of the Nation’s only all-public-power State, 
Nebraska. 

In this connection, we note with interest the following reference 
from the publication, Nebraska’s Public Power E xplained, by Clar- 
ence A. Davis, former general counsel of the Consumers Public Power 
District of Nebraska and presently serving as Under Secretary of 
the Interior: 

Once the district is formed it is authorized to acquire either by construction 
or purchase, and to operate, public utility properties either within or without 
the boundaries of the district, and its powers with relation to the operation of 
its utility business are substantially the same as those possessed by any private 
utility corporation, with the sole exception that the district may neither mort- 
gage nor sell any of its property to any private person or corporation. The 
districts have no power of condemnation of existing utility property. The dis- 
tricts are specifically authorized to borrow money and incur indebtedness for 
any corporate use or purpose provided that the borrowed money shall be repay- 
able “solely from the revenues, income, and receipts and profits” derived by the 
districts from their operation of their properties. The districts are specifically 
authorized to pledge “all or any part of the revenue which they derive from the 


sale of electrical energy * * * as security for the payment of the principal and 
interest” of their obligations, and are authorized to pledge particular revenues 
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for particular purposes according to the terms and conditions of such agree 
ments as they may make. 

The authority to issue revenue bonds therefore is well-rooted in 
precedent, and its extension to a regional public corporation such as 
TVA would seem to be a normal and logical extension of this 
authority. 

With regard to the third alternative method of financing—the leas- 
ing or lease-purchase of facilities from local governmental entities 
this, too, provides another acceptable means of providing new power 

capacity for the region in a manner which would preserve the regional 
character of this agency. 

Several of the larger municipalities presently served by TVA 
now have the financial ability to construct steam-generating facili- 
ties of a size which would provide for maximum efficiency. However, 
it is a well-known fact in the electric business that the most economical 
means of operating a utility system is by integration of facilities. 

By leasing or lease- purchas ing generating facilities from the munici- 
palities or other local entities, and integrating such facilities with 
the TVA system, new facilities can be built at such locations and in 
such sizes as would preserve the valuable regional character of the 
power supply situation in the TVA area. Such integration would be 
of benefit to the smaller as well as the larger power distributors in the 
area. 

We therefore feel that this alternative, too, has merit and warrants 
the support of the Congress. 

While we approve of the financing plans embodied in 8. 237: 


s and 
which at the outset were supported unanimously by the TVA Board 
of Directors, we most emphatically reject the amendments to this bill 
which have been proposed by the Bureau of the Budget and which 
have been embodied in H. R. 6770. These proposed amendments 
would hamstring and undérminn the effectiveness of TVA in the 
same manner in which this very same agency’s ill-fated intrusion into 
the Dixon-Yates affair would have opened the way to wrecking TVA. 
Instead of preserving the freedom of operation of a Governmerit cor- 
poration which was the objective of the founders of TV A, the Bureau 
of the Budget proposals would place severe and unwarranted limita- 
tions on the latitude which the TVA needs in order to perform etfec- 
tively as a Government corporation and supplying a public necessity. 

We cite the following, among others, as some of the Bureau of the 
Budget’s proposed amendments which, individually and collectively, 
would place undue restrictions on the TVA and would hamper its 
most effective operation : 

1. Requiring the Secretary of the Treasury to approve e all the de- 

tails of TVA revenue bond financing—see Bureau’s proposed amend- 

ment to section 15 (d), subsection (a). Such control by the Secretary 
of the Treasury appears unnecessary in view of the fact that the 
Federal Government would not underwrite these bonds, although we 
believe consultation between TVA and the Treasury Department 
would be desirable. 

2. Establishment of an upper limit on the amount of bond; out- 
standing at any one time—see Bureau’s proposed amendment to sec- 
tion 15d, subsection (a), setting $750 million as the total amount of 
bonds which could be outstanding at any one time. 

66466—55——13 
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While the establishment of some reasonable ceiling on the issu- 
ance of bonds may well be justified as a means of providing periodic 
congressional review of the TVA power program, we believe this 
amendment is mischievous when coupled with another amendment to 
this section providing for the issuance of revenue bonds “for re- 
financing any such plant or other facility whether originally financed 
with the proceeds of such bonds or otherwise.” 

Senator Kerr. May I ask you a question right there now, Mr. 
Hooper ? 

Mr. Hooper. Yes. 

Senator Kerr. Would you say there should be no limitation in 
the bill whatever as to the total amount of bonds which could be 
issued ¢ 

Mr. Hoorrr. No, sir; I would say there should be because I do not 
believe Congress or any other parent organization, or any parent 
should give unlimited authority to spend money. 

Senator Kerr. I discerned on the part of a number of members of 
the committee a considerable amount of concern about an unlimited 
authorization. 

Mr. Hooper. Yes, sir. 

Well, personally, or representing the association, I would certainly 
think there should be a limit to it somewhere. Exactly what that 
should be, I will go along with the $750 mililon, provided that this 
is not an obstacle, that it is possible that that limitation could be 
quickly used up by refinancing the present promises. 

Senator Kerr. Do you mean the $750 million limitation of new 
issues 4 

Mr. Hooper. Of new business, I would say. Not to refinance the 
old out of the $750 million. 

Senator Kerr. What would you mean by “the old” ? 

Mr. Hooper. The property which is represented by appropria- 
tions now. 

Senator Kerr. I understand what you mean. The $750 million 
would not include the investment the Federal Government now has 
in the corporations, but a limitation of that much—and as I under- 
stand it, the estimates here are that the needs would be between 700 
and 800 million dollars in the next few years, for the total amount of 
new projects and facilities. 

Mr. Hooper. Yes, sir. 

Senator Kerr. All right; you may proceed. 

Mr. Hooper. It is interesting and perhaps significant to note that 
this latter amendment appears to be the only one which is not foot- 
noted and explained in the explanatory statement enclosed with the 
Bureau's letter of May 17, 1955, to General Vogel, Chairman of 
the TVA. 

Although we are not aware of the Bureau’s official explanation 
of this change, this proposed amendment, together with the imme- 
diately preceding amendment placing a $750 million limitation on 
outstanding bonds, should be viewed in the light of the fact that the 
TVA reported, as of the end of the 1954 fiscal year, United States 
Treasury funds invested in the Authority’s power program totaling 
$786 million, of which $757 million had come from appropriations. 

You can see there, Senator, you could easily use up all your ceiling 
if you refinanced everything. If the revenue bonds could be used 
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to refinance facilities originally financed through appropriations, it is 
clear that the TVA almost immediately would be at the limit of its 
authority to issue revenue bonds. 

Perhaps of even greater significance, these two amendments, taken 
together, could well pave the w ay for eventual disposition of the 
TVA to a private corporation, as proposed in the report of Mr. 

Adolphe H. Wenzell, former vice president of First Boston Corp., 1 
his study of the Tennessee V alley Authority, which was submitte d 
to the Bureau of the Budget in September 1953, and which was 
released to the public only on July 11, 1955. 

In the Summary of Conclusions and Recommendations on page 
of this report, Mr. Wenzell proposes the following as a “fairly simple 
solution” to the TVA power problem: 

Continue the TVA in its flood control and its navigation activity by retaining 
in the TVA ownership of all the multiple-use dams and retaining control of the 
operations of the dams so as to maintain the primary objectives of tlood control 
and navigation. Transfer the balance of the power system assets to a fully 
taxpaying corporation, the entire capitalization of which in the first instance 
would be owned by the United States. Have the new corporation purchase at 
the busbars the entire output of multiple-use dams at a rate equivalent to the 
cost of long-range Government money and amortization over 40 years. 

All future capital requirements for continuous expansion would be obtained 
through the sale to the public of regular corporate security issues but without 
any Government guaranty, direct or implied. 

Senator Kerr. Down to there, his recommendations have not been 
so violent. I think the big plunge comes in the next sentence. 

Mr. Hoover. I would take exception myself to the fact that he pro 
poses to divide. I do not like that idea. 


Senator Kerr. I uncerstand, but he still has not put his bombshell 
on the table. 
Mr. Hoorrer. The bombshell, I take it, as you mean it, follows: 


A definite program would be established for the liquidation of the Govern 
ment securities by the sale, ultimately, of its entire holdings to the public. This 
program might require several years. 

It would certainly appear that the Bureau’s amendments which 
would permit the refinancing of present indebtedness through issuance 
of revenue bonds, coupled w ith a ceiling on such bonds approximating 
the Government’s present investment in TVA, would be tailormade 
for eventual carrying out of the Wenzell plan for the TVA. 

The requirement of congressional approval for the issuance of all 
revenue bonds. (See proposed amendments to sec. 15d, subsec. (a).) 

In view of the fact that the Federal Government will not under- 
write the TVA bonds and in view of the further fact that funds for 
these bonds will be secured from the private money market, it would 
place an unnecessary restriction upon TVA to require the agency to 
seek congressional approval of all such bond issues. 

This requirement would be an infringement upon the business 
judgment of the TVA Board, which should be motivated primarily 
by the need for additional generating facilities and the economic feasi 
bility of such facilities in determining whether or not additional 
bonds should be sold. 

Deletion of the authority for the Secretary of the Treasury to 
vised TVA revenue bonds—see deletion of subsection (d) of 
section 15d. Although this subsection would only be permissive, it 
would seem to be desirable in that it would permit the use of Federal 
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credit as a possible source of funds should this prove to be in the public 
interest. 

5. By requiring TVA to pay interest on the Government’s appro- 
priation investment on the basis of the Government’s outstanding 
long-term marketable obligations—see Bureau of Budget’s proposed 
amendment to section 15d, subsection (e)—it is estimated that the 
Bureau's plan would require larger interest payments than under 
S. 23738, which calls for interest payments on the basis of total mar- 
ketable Government obligations. 

6. The Bureau of the Budget’s amortization requirements are more 
rigid than those proposed in S. 2373. In lieu of the present require- 
ment that TVA repay within 40 years appropriated funds invested in 
power, TV A, under S. 2373, would be required either to reinvest from 
revenues at least the equivalent of depreciation accruals, or reduce its 
capital obligations correspondingly, thereby maintaining the security 
of the Government’s investment in the power facilities. 

By contrast, the Bureau of the Budget has recommended, by in- 
seriing a new paragraph (f), that TVA pay into the Treasury an- 
nually for reduction of the appropriation investment not less than the 
estimated annual depreciation charge on such investment, and per- 
haps more, if the Board of Directors determines that TV A’s financial 
condition warrants such larger payments. 

These depreciation accruals would be applied against the appro- 
priation investment until such investment was reduced to $250 mil- 
lion. In addition to these payments for reduction in the appropria- 
tion investment, TV A would also be required to pay the interest charge 
described above. 

It is clear that this more rigid requirement for reduction of the 
appropriation investment would allow the TVA Board less funds for 
reinvestment in new facilities and hence would require the agency to 
issue a greater amount of revenue bonds to finance renewals or ex- 
pansion of its system. TVA therefore would be required to revert to 
a higher cost method of financing, possibly with the result that an 
increase in rates would be necessary. 

We believe it is especially significant to note, in the context of 
the two Bureau of the Budget amendments cited above, the recom- 
mendation of the Bureau with regard to the provision of S. 2373 
that TVA shall charge power rates “having due regard for the primary 
purposes of the act, including the objective that power shall be sold 
at rates as low as feasible.” The Bureau has recommended the deletion 
of the phrase “including the objective that power shall be sold at 
rates as low as are feasible.” 

The Bureau’s explanation for this change is that the phrase was 
“deleted as unnecessary, and in order to avoid confusion from mention- 
ing one objective of the act while omitting mention of others.” 

Ve believe that with regard to this objective of the act there should 
be no confusion. Since the very inception of TVA it has been an 
objective of this agency to sell power “at rates as low as feasible.” 

At a time when such basic changes are being proposed in the TVA 
Act—changes which could potentially result in a rate increase—we 
think it is important to reiterate this fundamental objective of the 
TVA program. 

Considered in the light of the Bureau of the Budget’s amendments 
discussed above, together with other amendments, we believe it is 
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clear that the Bureau is relatively unconcerned with the low. rate 
philosophy and practices of TVA which have made that agency such 
an important asset to the entire United States. 

To summarize, we believe that 8S. 2373 would be in harmony with 
the basic principles of the TVA Act, and would permit that agency 
to carry forward the excellent record it has established in the past. 
We therefore urge your committee and the Congress to approve this 
legislation as ri apidly as possible. 

Senator Kerr. Thank you, very much, Mr. Hooper. 

Are there any questions / 

Senator Gore. A very good statement, Mr. Hooper. 

Mr. Hooper. Thank you. 

Senator Kerr. Mr. Bingham. 


STATEMENT OF HERBERT J. BINGHAM, EXECUTIVE SECRETARY, 
TENNESSEE MUNICIPAL LEAGUE 


Mr. BrneHam. Mr. Chairman, I will just summarize my statement 
briefly and file it. 
Senator Kerr. That will be all right, if that is your wish. It will 
be made a part of the record, as you have filed it. 
(The statement referred to follows: ) 


STATEMENT OF HERBERT J. BINGHAM, EXECUTIVE SECRETARY, TENNESSEE MUNICIPAI 
LEAGUE, IN SUPPORT OF THE TVA SELF-F INANCING PLAN 


Mr. Chairman and gentlemen of the committee, my name is Herbert J. Bing 
ham. I am executive secretary of the Tennessee Municipal League, which is a 
statewide organization of the towns and cities of Tennessee, including all of 
the 53 municipalities owning and operating electric distribution systems supplied 
with power by the generation and transmission facilities of the Tennessee Valley 
Authority. 

The Tennessee Municipal League supports the Kerr bill containing the self 
financing plan developed by the staff of TVA and unanimously approved by its 
board of directors. 

We strongly oppose the proposal on the subject prepared by the Bureau of 
the Budget. This mutilated version of a self-itinancing plan resembles what 
goes on in the woodlots on the farms down in Tennessee around November when 
the first freeze signalizes the time has come to fill up the smokehouse with hums 
and bacon. The budget plan is plainly a hog-tying and blood-letting attack on 
TVA designed to transfer control over its operations to the Potomac bureaucrats 
and to milk the system of its financial resources, thus destroying its capacity 
to issue bonds. 

The position of my organization is set forth in a resolution adopted unan 
mously at its 1955 annual convention, as follows: 


RESOLUTION ON TVA ADOPTED AT 16TH ANNUAL CONVENTION, TENNESSEE MUNICIPAL 
LEAGUE, MAY 4, 1955, NASHVILLE, TENN. 


Whereas a coalition of the national administration and private power lobby 
has for 2 years blocked all congressional appropriations for expanding TVA gen- 
erating capacity to meet the growing power needs of this area and threatens 
our people with a disastrous power shortage ; and 

Whereas the enemies of TVA have sought to deliver the future power supply 
of this region into the profiteering and irresponsible hands of surrounding private 
power companies of other States by such devices as the Dixon-Yates deal; and 

Whereas the continued effectiveness of the Tennessee Valley Authority as the 
power supply and resource development agency of this region is and has been 
a primary and continuing concern of the municipalities of Tennessee; and 

Whereas circumstances require the introduction of flexibility and independence 
into the financing of the TVA power system and its necessary expansion; and 

Whereas this need is met satisfactorily by the reasonable proposals made 
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to the Federal Bureau of the Budget by the TVA staff and its Board of Directors, 
these proposals opening the door to supplementary methods of financing through 
revenue bonds and lease-purchase agreements with State and local governments 
of the Tennessee Valley ; and 

Whereas these proposals preserve the system’s integrity, and need not bring 
about an increase in power rates if adopted in their entirety : Now, therefore, be it 

Resolved by the Tennessee Municipal League in annual convention, That it en- 
dorses and supports the TVA plan of April 4, 1955, entitled, “Sources of Capital 
for the TVA Power System” and urges and recommends that the plan as a 
whole be accepted and endorsed by President Eisenhower. 


FAIR TO ALL 


The proposed self-financing plan as developed by TVA is fair to all affected 
interests—to the Government and taxpayers as owners, to the electric consumers 
of the valley region, and to the future investors in TVA securities. Most of all, 
it is workable and will insure continued efficiency and low-cost power produc- 
tion. It will maintain unimpaired the role of TVA as a cost-of-production 
yardstick which has long exercised a competitive influence in keeping down pri- 
vate utility monopoly electric rates throughout the Nation. It will preserve TVA 
as a low-cost source of power for atomic and other defense-connected production 
which will soon be absorbing almost three-fourths of the output of the system. 
The plan is a method of ending the tragic deadlock between the utility lobby-ad- 
ministration combine of forces committed to turning over the Tennessee Valley’s 
future power supply to Dixon-Yates dealers and those adhering to the view that 
the Federal Government should honor its responsibility to maintain TVA as 
the efficient and integrated generation and distribution system for its present 
service area. 

it is my purpose to comment on certain phases of the two rival and antithetical 
financing plans now before your committee in the briefest manner possible. 


ESSENTIALS OF REVENUE FINANCING 


Municipal governments invented revenue financing by public agencies and 
in recent years have discovered the essential elements permitting extension of 
the revenue bond principle to additional municipal functions. These essential 
elements are present in the TV A-devised plan and absent in the Budget Bureau 
perversion. 

The first essential principle discovered and utilized by municipalities in 
revenue-bond financing is the requirement that broad independence of manage- 
ment decisions must be allowed those responsible for directing a revenue 
financed enterprise. This has been accomplished by creation of independent 
boards, Commissions, and authorities with power to act. The Budget Bureau 
plan would deny this latitude of management decision to TVA without any 
justification whatsoever. It proposes a torturous scheme of multiple approval 
for issuance of bonds and use of revenues for plant expansion by TVA, requiring 
consent by many agencies and offices of Government—the TVA Board, the Budget 
Bureau, and the President, both the Public Works and Appropriations Commit- 
tees of both Houses of Congress and the Congress itself, and the Secretary 
of the Treasury: in addition, bond houses handling the issues must agree and 
approve. Normal reporting and review procedures provided for TVA and other 
similar agencies by the Government Corporation Act are adequate. ‘This series 
of roadblocks for marketing securities and reaching decisions on plant expansion 
in the case of bonds which are purely revenue in character and involve no 
obligation on the United States Treasury, cain only result in higher interest 
rates and increased construction costs due to uncertainties and untimely de- 
cisions. Investors, municipalities have found, will not loan funds to an enter- 
prise, which is not free to carry on efficient operations and maintain the 
soundness of the enterprise, when the security of their investment is solely 
dependent on the revenues and successful performance of the enterprise. 

A second revenue bond financing principle discovered and utilized by munici- 
palities, and also by private electric companies, is the necessity for reasonable 
equity or owner capital in a utility system and unobligated revenues to protect 
the bondholders. The Budget Bureau proposal will rob TVA of most of its 
present equity, represented by appropriations invested in the system, by requir- 
ing a rigid schedule of amortization. It also proposes to maximize the interest 
rate or return on the existing appropriation investment by insisting on a rate 
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equivalent to the long-term Federal cost of 1 , 
uterest rate on the Federal debt. These hich fi 
unwholesome and unwarranted innovation in Federal 
projects. It imposes pyramided charges unknow! 
where a 50-50 capital structure split between bo 
form of common and preferred stock and s ir} lus hus 
avoid excessive costs for capital retirement 


LOCALLY FINANCED GENERATI 


Under the TVA’s own self-financing plan, muni 
local agencies engaged in electric distribution may 
the financing of generating facilities. It is envisag 
integrate such plants into its system under arrange 
purchase, lease, or lease-purchase. We agree 
in its report on additional sources of funds that su 
ordinarily provide a major share of capital needs, but 
available for use in special cases. Municipalities in Tennessee 
ized to engage in such local financing of generating plants 


INTEGRATE LOCAL PLANTS WITH 


But the municipalities of the State agree with the 
ot Memphis. ‘The courageous and clear visioned lea 
undertaking to construct a steam plant to block invasion of Dixo 
and assure a future power supply, have insisted that its plant sl 
be integrated with the TVA system. While Mayor Tobey : 
city refused the ultimatum issued by the White House and Ge 
that Memphis must assume “full responsibility” for its own pows 
divorced from TVA, the opponents of TVA are certain to { 
municipal generation should be the pattern for the valley’ 
We reject it emphatically. While one or even a few large local syst 
construct $100 million steain plants on the modern scale and enjoy re: 
rates through interchange and interconnection contracts with TVA 


! 
i 


A 
mere sale of surplus power and backup capacities, this cannot insure 
supply for 148 distributors nor maintain the efficiency ‘Ost 
and transmission which has characterized the lat 

operations. 


TVA CONSTRUCT LOCAL PLANT 


We note that the Bureau of the Budget proposals 
TVA suggestion that its design, engineering, and 
available to State and local agencies in the construet 
generating stations. TVA has maintained a magnifice 
tion for more than 20 years. It has hung up repeated re 
rapid construction of both dams and steam plants 
Tennessee want TVA to be available for engineering 
for electric station construction projects they might 
reject the suitability of the present administration im) 
public enterprise, and thus deny the will and offend beli 
and concerned in the Tennessee Valley region. 


PRIVATE POWER LOBBY 


In conclusion, I will ask the question surging ir 
municipal leaders of Tennessee who have accepted 
for the power supply of their people: How long w 
and legislative officials of our National Government 
heipless before the far-flung conspirational apparatus of 
withhoiding decisions and actions essential to carry out t! 
long assumed and accepted, for the power supply o ( 
Government has assumed full responsibility, along 
partners for electric service in the Tennessee Valley are: 
confronted with a certain power deficit of some 500,000 kilow - Vy, 
6 percent in 1958. The valley has been shocked and stunned that a Govern 
which has assumed a degree of responsibility for the power supply of the en 
Nation through rapid tax amortization and subsidy to private electric uti 
is refusing to discharge its full utility obligation for service in one par 
section. 
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The municipalities of Tennessee have discharged their obligation for power 
distribution and will assume willingly and capably any additional legitimate 
responsibilities under a sound self-financing plan for TVA expansion of its 
generating and transmission facilities. 

Mr. Brncuam. I am here as a representative of the Tennessee Muni- 
cipal League, an organization of the municipal governments of Ten- 
nessee that represents, among others, the 53 municipalities that have 
their own power systems and depend upon TVA as a wholesale power 
source. 

Our organization has officially endorsed your bill, the Kerr bill, and 
opposes the Bureau of the Budget version of that plan. 

We regard the Bureau of the Budget proposal somewhat, I imagine, 
as a pig does a woodlot down in Tennessee around the first freeze in 
November when folks get ready to fill up the smokehouse. We think 
the plan is a hog-tying and blood-letting operation against TVA, that 
is designed to transfer control of the agency to the Potomac bureau- 
crats and to milk the system of its financial resources, thus destroying 
its capacity to issue bonds. 

We regard this proposal as being fair to all concerned and pre- 
serving the marvelous integrated power system that has long served 
the Tennessee Valley and the Nation so well. 

Now, municipal governments invented revenue-bond financing as far 
as the public agencies are concerned, and they have discovered the 
essentials that must be present for successful use of the revenue-bond 
plan. 

Now, the first principle that municipalities discovered was that a 
revenue enterprise to be financed solely by revenue bonds, must be 
established under some independent management, such as a board, 
commission, or authority, with authority to act. Such an independent 
agency must be given due management discretion in the operation and 
financing of a revenue system. 

I observe in the tortuous plan which the Bureau of the Budget has 
developed, about nine agencies of Government, and the investors, who 
must approve, before TV A can spend a dime or borrow a penny. 

Now, TVA is the most controversial enterprise of any character in 
America, today, unless it is a gambling establishment or two around 
in Tennessee that I can think of. Most of those have been put out 
of business. Investors will not put their funds into that enterprise 
with the only security being its revenue capacity, if it is to be sub- 
jected to the annual controversy that goes on in the Congress between 
the friends and the enemies of TVA. 

The second principle that has been discovered is that there must 
be equity capital in an enterprise if it is to be revenue-financed, but 
the budget plan would rob TVA of most of its equity, and would heap 
pyramided, unnecessary charges against its revenues that would dis- 
courage investors placing their funds in the business. 

It is the high charges that have been devised by the Budget Bureau 
which are not only unwholesome but are innovations in Government 
financing and are unknown to profit utility financing. 

Now, the TVA revised plans provide that local or State or muni- 
cipal generation may be used to provide capacity, on an integrated 
basis with TVA’s leasing, or lease-purchasing the facilities and the 
output of a locally financed and constructed system. 
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We approve of this, and the municipalities of Tennessee have a 
legal authority to engage in such generation, and financing and con- 
struction of electrical systems. 

We agree with TVA that local financing of such plants is to be 
used in ‘only special cases and not to provide the m: jor capital for 
expansion needs. 

We certainly agree with the city of Memphis that any locally 
financed and constructed system or generating station shoul i be fully 
integrated with the Tennessee Valley Authority, with such a plant 
selling its output, er leasing for operation to TVA, and securing 
its power from the integrated system under a long-term contract, 
as they have in the past. 

We certainly reject most emphatically the proposal of the Bureau 
of the Budget that local agencies of Government be denied the use 
of TVA’s magnificent construction organization, and design and 
engineering statf to build these locally financed plants. 

We cannot see any justification for this administration, placing 
its prejudices upon the people of our area and deny their will and 
offend their belief about what is right for the Government to do 
or not do in the Tennessee Valley. We believe that public enterprise 
and the use of TVA’s construction organization is sound and in the 
American way of life. 

Now, in conclusion, I would like to remark just briefly and add to 
my testimony as presented in the record something concerning the 
proposed geographic limitation on TV A’s service area. 

Certainly we in the Tennessee Valley have nothing to lose from 
such a limitation. We understand the surrounding private power 
companies would like to have it done, because it would tend to break 
the influence of the TVA cost-of-production yardstick that has kept 
down their electric rates for lo, these 20 years. But other than that, 
it would seem to be an extreme mistake for the Congress to undertake 
to set those geographical limits. 

There would be certainly argument as to where it should go in the 
first instance. And I predict that if the limitation is once under- 
taken, and the geographical boundaries are set by the Congress, that 
within the next 25 years there will be hundre ds of revisions, because 
every Congressman in the fringes and anywhere near, within transmis- 
sion distance will have occur in his district a dem: ind that his mu- 
nicipality by democratic vote wants to go into the TVA system, or 
that co-op will want to come in and he will come to Congress and s ay, 
“It is a local matter, my people come in. How can you deny it! y? 
It affects nobody else in the United States of America, except the peo- 
ple in his district. 

Then, with reference to another point, the limitation on bonds. A 
bond limitation seems to be useless and would serve perhaps only one 
purpose. It would insure and stake out a battleground over TVA 
at some future time, when the limited amount of bonds had been 
issued. 

Certainly, it has been found in municipal government that revenue 
financing has its own self-contained limitations. The revenue enter- 
prise has a particular job to perform. Its investments must be made 
to preserve its market, and those who place the funds or loan the funds 
to the enterprise will not do so unless there is a market for the product 
or the commodity which is to be provided with their funds. 





198 TENNESSEE VALLEY AUTHORITY FINANCING 


You will find in State constitutions and State law almost uniformly 
all over the country limitations on general obligation bonds of local 
governments and no limitations on revenue bonds of literally tens of 
thousands of locally operated enterprises, financed on the revenue 
principle. 

Thank you, very much. 

Senator Kerr. Thank you, very much, Mr. Bingham, for a very 
forceful statement. 

The committee will recess until 10 o’clock next Wednesday morn- 
ing. 

(Whereupon, at 5:50 p. m., the committee recessed, to reconvene 
at 10 a.m., Wednesday, July 27, 1955.) 
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WEDNESDAY, JULY 27, 1955 


UNITED STATES SENATE. 
CoMMITTEE ON Pustic Works, 
SUBCOMMITTEE ON FLoop Conrro., Rivers anp Harpors, 
Washington, D. ¢. 

The subcommittee met pursuant to recess at 11:50 a. m., Senator 
Robert S. Kerr (chairman of the subcommittee) presiding. 

Senator Kerr. The committee will come to order. 

You may proceed, Senator Hill. 


STATEMENT OF HON. LISTER HILL, A UNITED STATES SENATOR 
FROM THE STATE OF ALABAMA 


Senator Hitt. Mr. Chairman, I express my appreciation for being 
able to be here this morning. It is with a re sponsibility of the record 
of the past and a keen awareness of the challenge of the future that J 
come thismorning. You are considering important legislation affect- 
ing TVA. This, I believe, is the first time in 15 years that TVA has 
requested an amendment of its statute to adapt that basic charter to 
changing times and circumstances. 

The managers of this public power system have come to this com- 
mittee, composed of elected representatives of the people who are the 
owners of the system, and have recommended that TV A be authorized 
to issue bonds to finance additional power-producing facilities. 

They are asking the committee and the Congress to sanction the use 
of higher cost capital, at the same time stating their belief that the 
objectives of the act can continue to be promoted even if future capital 
additions are financed from bond proceeds and not solely from earn- 
ings and appropriations by the Congress. 

have great confidence inthe sti aff which deve loped the plan ap- 
proved by the Board of TVA and which is with minor changes em- 
bodies in the bill introduced by the distinguished chairman of the 
subcommittee, Senator Kerr. 

I feel a deep sense of gratitude to the managers of TV A because they 
have translated into an unrivaled record of achievement the hopes and 
the faith written into the TVA statute when it was adopted in 1933. 
I was one of the authors of the act creating TVA. Iam the only mem- 
ber of the Congress who served on the conference appointed to adjust 
the differences between the House and Senate when the TVA Act was 
adopted. 

Senator Kerr. If the Senator would permit me there, I am de- 
lighted that he reminded me of a fact which I had temporarily lost 
sight of, and that was that he was one of the original authors and 
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sponsors of the legislation and did have such a distinguished - in 
its development. I want to apologize to my good friend for not 
having read that. 

Senator Hixx. I thank the chairman very, very much. 

Senator Gore. Mr. C hairman, may | point out for the record that at 
that time, coauthorship did not quite have the meaning that it has 
now. There was not then the practice in the Senate of multiple 
authorship, as I understand it. However, in the House there is still 
no rule permitting coauthorship. Only one name appears on a bill 
when it is introduced in the House of Representatives. The name 
that appeared as the author of the TVA Act as it was introduced and 
as it passed the House of Representatives, was one Representative 
Lister Hill. 

Senator Hiri. Thank you, gentlemen, I appreciate that very much, 
and may I add that year by year in legislation affecting TVA and 
matters of appropriations affecting TVA, I have sat in on these 
matters, first as a member of the Committee on Military Affairs of 
the House of Representatives which had jurisdiction over TVA 
legislation, and later as a member of the Senate Committee on Ap- 
propriations. 

Senator Kerr. Now, if I may make one further remark, this con- 
versation and disclosure illustrates how easily an uninformed Mem- 
ber of this body may become the victim of appearances. I want to say 
to my good friend from Alabama that I thought he had always been 
a Senator. 

Senator Hiri. Mr. Chairman, may I say I had the high honor and 
great privilege of serving in the House of Representatives for some 
13 years before I came to join my colleagues here in the United States 
Senate. I was like my friends, Albert Gore and Francis Case and 
Norris Cotton. I had the honor of serving there in the House. 

Mr. Chairman, although my voice alone can be heard, today, I 
know I speak for those who were my colleagues on the committee of the 
conference, for that great and lonely Senator from Nebraska, George 
W. Norris, who had the vision of this vast development first, and 
who labored unceasingly for its realization. I know I speak for 
the late distinguished Senator from Oregon, Charles L. McNary, 
who gave his unwavering support to TVA; for John B. Ken- 
drick, of Wyoming, for all of them, when . say that the reality 
of TV A’s accomplishments has outstripped our dreams. Every mem- 
ber of this committee knows how often the result is contrarywise. 

If the committee will tolerate a little reminiscence, I should like 
to remind the committee that TVA is peculiarly a child of Congress. 
The TVA statute was not one of the many measures recommended 
by the Executive and adopted in early 1933 to meet the desperate 
emergencies of the depression. Twice in the preceding decade legis- 
lation foreshadowing the act of 1933, the TV A Act, had been adopted 
by the Congress after extended hearings and debate. Twice such leg- 
islation had failed to receive the approval of the President. It was 
in Congress, not in the executive departments or the Office of the 
President, that the ideas embodied in TVA were developed. It was 
in the committees and on the floor of Congress where the act was writ- 
ten section by section, and I must confess when I reread it, I recognize 
the scars which bear testimony to the long and patient construction. 
It is not what we call a slick job of professional drafting. 
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Its provisions were modified and agreed to after weeks and months 
of public debate. The TVA idea was not conceive xd, gentler en. U 
secret meetings between persons who might be benefited. TVA was 
not born out of selfish or sectional interests, nor was it the conception 
of a single political party. The leaders in the fight to preserve the 
war properties at Muscle Shoals for the people and to make them the 
nucleus of a great development were not at first representatives of the 
area concerned, nor were the *y members of the political party dominant 
in this area. 

We of the South joined statesmen from the Great Plains and the 
mountain West in the bipartisan support which had been cemented 
through more than 10 years’ struggle in the Congress, and stood 
firmly together in 1933 as we endeavored to create a nonpartisan, non 
politic al, inde pendent agency to undertake the development of the 

resources of the Tennessee Valley region for all the people’s benefit. 
We were deeply concerned that politics should be kept out of TVA. 

Congress laid down the basic policies in the act, with bipartisan 
accord. We wanted to make certain those policies could be changed 
only by Congress, and after public debate. So we made TVA an 
independent agency, corporate in form. We gave its Board staggered 
terms of 9 years each and required of them a special oath of belied 
in TVA. We added a section then unique in Federal legislation, 
requiring that— 

No political test or qualification shall be permitted or given consideration, but 
all appointments and promotions shall be given and made on the basis of merit 
and efficiency. 

In many respects the agency created was unique. To the best of 
my knowledge, TVA is still the only Federal agency directed by its 
statute to see the job of resource development as a whole; to consider 
the interrelation of land and water, of forest and mines, to unify and 
give leadership to a regional effort. 

There was nothing particularly new about most of the responsi- 
bilities assigned to TVA, particularly those related to water control. 
Other rivers had been made navigable through the expenditure of 
public funds. Flood control was not a novelty. Electricity was being 
produced at dams owned by the Federal Government and distrib- 
uted by preference customers, to individual consumers. 

Federal programs of various sorts for the conservation of natural 
resources were being undertaken throughout the country in 1933 
The tasks were not new. But the kind of agency we created to carry 
out the policies adopted was different. 

We departed from the conventional Federal pattern of administra- 
tion in many ways. Most importantly, we meant the TVA to be a 
bulwark against the steady push of centralization. Even then we 
realized—and increasingly we know today—too many decisions are 
made in Washington. Too many papers are required. Too many 
matters are decided by remote control. 

The men who decide are too far away from the problems. In the 
TVA we specified that the headquarters of the Board should be lo- 

cated in the region, away from Washington, close to the work to be 
undertaken. We tried our best to make the Board’s authority equal 
to its responsibility, to place the power of decision in its hands. We 
did not visualize its members as errand boys, subservient to central- 
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ized control in Washington: We wanted to be able to hold the Board 
accountable for results. So we put TVA employees outside the reg- 
ular classified civil service. We placed responsibility upon the Board 
clirectly for the selection, the training, the promotion, the compensa- 
tion of its employees for the purchase and the sale of land and equip- 
ment. We permitted the agency to sue and be sued in the courts. 
We were firm about policy in the act, clear, I believe, although at 
times, perhaps, verbose, about objectives. But we were silent on 
details. 

We did not try to foresee every situation which might develop and 
to prescribe the course of action to be pursued. So far as power pro- 
duction was concerned, we made clear that power was to be regarded 
as a tool, just as the fertilizer the Board was directed to produce at 
Muscle Shoals would be a tool, just as the navigation channel would 
be a tool—a tool to develop the economy of the area—to raise the 
standard of living of the people, to expand economic opportunities 
of the men and women living in the region. 

TVA was intended to be a demonstration for the Nation, the entire 
Nation, of what can happen when power is so regarded, when rates 
are established at levels designed to promote abundant use, and general 
economic growth, and not to provide a maximum of earnings for the 
power system owners. 

TVA was intended to show what can be accomplished when there 
is a conscious effort to keep costs down—capital costs, operating costs— 
all the way from the generator to the consumer. 

Gentlemen, I have been disturbed a little recently because it seems 
to me that these basic objectives of the TVA power program might be 
forgotten in preoccupation with the financial success of its operations. 

I am proud, of course, when it is reported that TVA has earned an 
average of 4 percent on the power investment, over more than 20 
years. For I learned long ago that generation and transmission is 
the least lucrative end of the power business, and that is the part, as 
ve know, owned and operated by TVA. 

As you gentlemen well know, the distribution is by some 150 munici- 
palities and REA co-ops. I am immensely gratified to know that by 
the end of the current fiscal year, TVA will have paid into the United 
States Treasury more than $200 million out of power earnings. But, 
I am distressed when I read testimony and hear statements which indi- 
cate that because TVA, like privately owned power systems, shows a 
good record of net earnings accruing to its owner, it has assumed some 
kind of obligation to emulate the practices of private power companies 
in all respects. 

With all the emphasis that I can command, let me suggest TV A has 
a higher end to serve. The devoted efforts of the many men who 
labored for so many years would be dishonored if TVA came to be 
judged by the extent to which its financial structure and its operating 
costs resemble those of privately owned utility companies. This is 
not the objective of TVA. The reverse should be true. 

When we worked to create the statute, section by section, so far as 
power was concerned, we hoped we were building something that 
would stand as a beacon, a goal for the private power companies to 
approach. TVA wascreated fora public purpose. It must be judged 
by the degree to which that purpose is upheld. 
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We told TVA to make electricity available to the greatest number of 
consumers, at the lowest possible cost, and to have particular concern 
for the domestic and farm consumers. 

You know that we have seen the percentage of electrified farms rise 
from 3 to 93, and the use of electricity on the farm increased from un- 
der 10 million kilowatt-hours to 114 billion kilowatt-hours a year. We 
have seen the total number of consumers in the area now served by 
TVA rise from some 275,000 to 1,350,000 and the average use of domes- 
tic consumers increase from 600 kilowatt-hours to some 5,000 kilowatt- 
hours a year. 

We have seen this area become the best appliance market in the coun 
try and we know what that means in terms of living standards. And 
may I say these electrical appliances are not manufactured in the TVA 
area. The overwhelming number of them come from other sections of 
the country. 

This committee has heard the record from those representatives of 
TVA best qualified to tell it. Those are the figures that record the 
degree to which the objectives have been realized. Those are the 
objectives, Senators, which must be safeguarded as TVA moves to 

revenue-bond financing. This Nation needs the TVA power system. 

Power consumers all over the country need it to lead the way, to pio- 
neer in new ways, to make electricity serve the people, to show what 
happens when the owners of a system direct that its operation shall be 
wholly in the public interests. That is the idea of the yardstick. 

We talked about the yardstick endlessly when the TVA was under 
consideration. I am startled now when I hear it interpreted by pri- 
vate-power spokesmen on the platform, over the air, and on the tele- 
vision screen. If I have not exhausted the committee’s patience, let 
me explain in a few words, just how we intended the operations of 
TVA to benefit consumers all over the country. Let me describe the 

problem we were facing: 

In the Nation as a whole, there was too little electricity and con- 
sumers were paying too much. That was generally agreed. But no 
one knew what people should be paying, what a fair rate should be, a 
rate which would cover all the cost of operation which a prudent 
owner would incur, and still provide a fair return on the ween stment. 
Then, as now, the power business was by nature a monopoly, free from 
the disciplines of competitive business—free from any competition. 
It had to be regulated in the public interest. 

But the regulatory commissions were handicapped. They were 
limited in jurisdiction and frequently concerned solely with restric- 
tions on the rate of return earned by the companies after operating 
costs had been met. Nobody had the data to judge whether operating 
costs were accurately reported, or prudently incurred. 

There was a special mystery about the cost of power distribution, 
as distinguished from generation and transmission. 

The truth is, Mr. Chairman, that nobody, including the private util- 
ities, appeared to know how their rates were established, and what 
their costs really were. They knew they were making money We 
did not know what TVA costs would be, nor at what level rates should 
be set. We simply had faith that the principle of low rates and high 
use would work. 

We prescribed protection against some of the abuses common in 
private operation: Discrimination between customers, for example. 
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And we made sure our objectives were clear. But we did not attempt 
to fix the rates in the act, and we did not know what the financial 
results of the policies would be. We took a chance, and TVA has 
proved us right. 

The rates established in the contracts between TVA and its dis- 
tributors have covered all the cost of operation, including deprecia- 
tion. They had earned a rate of return in addition—4 percent to 
TV A—and an average of 8 percent to the distributors. TVA has 
proved a power system can be operated as a public service, and stay 
in the black. 

Now, I do not remember a single suggestion that we expected TVA, 
in some mysterious fashion, to set ideal rates which should be there- 
fore established throughout the country. That is a notion you would 
get from the utility propagandists. We recognized that the cost of 
producing electricity varies. 

In the Northwest, for example, as we know, it can be produced more 
cheaply than in the Tennessee Valley. We had one firm conviction, 
that electricity should be made available to the people everywhere 
in the country at the lowest possible cost, for each power system. We 
felt TV A could help. We determined that every cost incurred by TVA 
and its distributors should be reported. We hoped that the Congress, 
the State regulatory commissions, private power companies themselves 
and the public generally, would learn to compare the cost items in 
the several categories, to discover the reason for variance to the end 
that electricity rates should be established on the basis of facts about 
cost and not in response to pressure or propaganda. 

In 1935, we amended the TVA Act to spell out exactly what we 
had in mind. We wrote into that act, section 14. I shall not read that 
whole section, but just a few words from it. 

For the purpose of accumulating data useful to the Congress in the formulation 
of legislative policy dnd matters relating to generation, transmission, and dis- 
tribution of electrical energy, and to the Federal Power Commission and other 
Federal and State agencies, and to the public, the Board shall keep complete 
accounts of its costs of generation, transmission, and distribution of electric 
energy and shall keep a complete account of the total cost of generating and 
transmission facilities constructed or otherwise acquired by the corporation. 

And then we went on and spelled out in detail the major compo- 
nents of such costs that had to be put into the accounting system, so 
as to give a detailed picture to the Congress, to the Federal Power 
Commission, to your State regulatory bodies, and to the private power 
companies, as to all the details of the cost, the operation, the expenses, 
the returns, of the TV A power system. 

Perhaps we were somewhat naive, gentlemen. I do not know 
whether reports so elaborately prepared and presented annually by 
TVA and the distributors are used today as we intended. i do know 
that electricity rates have come down, and I do know on the other side 
the use has been greatly, greatly increased, while power system earn- 
ings—returns to the power systems—have risen. 

When I see a chart showing in concentric circles the extent to which 
rates have been reduced in the areas surrounding TVA; when I check 
up on the financial reports of the companies serving those areas, I see 
the yardstick at work. If not in the studious and technical way we 
hoped it would be, surely in a highly eflective way. 
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When I remember that the electrification of rural America, through 
RE A, had its beginnings in TVA’s first organization of farm electri 
cooper atives, I see the yi ardstick at work. When I co template Line 

vast quantities of power provided by private companies, for vital 
installations of defense, and at less than their normal charge for 
dustrial loads. I know the aa eo has been ey however gruding! 

From this long background, I testify, today. [| hope tl 
tee will resist the temptation to limit the flexibility the ag 
require to offset, at least in part, some of the cost of private 
by the more precise timing of system additio1 
delays here, gentlemen, in raising the funds 
additions which TVA must have. 

I do not believe that every issue of bonds should requir 
slow process, the same det: ils of justification approval th: 
priation request requires. These are revenue bonds. The ‘vw 
for their security upon a continuation of efficient management. 
deeply opposed to the suggestion that the power of decision should 
rest in the Secretary of the Treasury, and not in the Board of TVA. 
The Secretary of the Treasury, concerned and overwhelmed with 
many matters, is not responsible for the TVA power system. He has 
not sworn to promote the principles of the TVA Act. And this goes 
to the heart of TVA. I! hope this committee will reject the sugges 
tion. I am against the adoption of a policy under which the Federal 
Government as owner, would demand excessive withdrawals of cash. 
I am for your bill, Mr.Chairman. Iam for the Kerr bill. 

I believe that its adoption would be in harmony with the publi 
purposes of the TVA, and I believe it embodies better ve prin 
ciples than do the revisions proposed by the Bureau of » Budget. 
It gives to management authority sufficient to isons manage- 
ment’s responsibilities. 

If this committee approves and Congress adopts the Kerr bill, we 
can continue to hold the Board of TVA accountable for results. If 
we accept the Budget revisions, we will have our choice of culprits. 
If this power system fails to lead the way in responsible management 
in the future we can blame the Bureau of the Budget or the Secretary 
of the Treasury. We will dilute the very quality which has brought 
TVA worldwide esteem. We will be giving this public power system 
something less than the best. We will be inviting del: ay and confu- 
sion. We will be going backward, not ahead. And Senators, we 
must advance. Weare not through pioneering. 

Just 2 years ago, I made an extended visit to TVA. I visited 
laboratories and workshops, eee dams and steam plants. 
I talked to workmen handling great earth-moving equipment, to 
engineers and draftsmen. I met with mayors and _ businessmen, 
with editors and farmers. I wanted to see for myself, to illuminate 
the mass of documents I read about TVA every year. I visited 
projects in Mississippi, Kentucky, Virginia, North Carolina, Tennes- 
see, and Alabama. 

May I say my heart was stirred every time we v isited the majestic 
structures which hold the waters back until the river’s flow can be 
usefully employed for man. At each one I stopped to read the simple 
plaque of dedication. The names of the members of the Board are 
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not honored, there. No engineer or architect is listed for credit. 
Each one has the same inscription. Just one line which says: 


Built for the people of the United States. 


This is the people’s power system designed and built and operated 
for their benefit. TVA has earned our confidence and our trust. 
TVA must be preserved. ‘ 

I thank you, Mr. Chairman, and you gentlemen of the committee. 

Senator Kerr. Thank you, Senator Hill, for a very eloquent, 
moving, and stirring statement. 

Are there questions ? 

Senator Hitzi. Gentlemen, let me emphasize what I said about Con- 
gress, and about Members from all over the United States. This 
wasn’t any local, sectional thing. Here was George Norris, sir, from 
Nebraska; there was Charles L. McNary—gentlemen, you may be 
interested to recall that Charles L. McNary, who contributed so much 
to the TVA, who sat with us in the committee and sat with us in the 
conference, was the Republican nominee for Vice President on the 
ticket with Wendell Willkie, as we recall, in 1940. 

Men I could name from all over the United States played a part 
in bringing this TVA, this great system into being. 

Senator Kerr. Senator Gore 

Senator Gore. I do not think I have any questions, Mr. Chairman. 
I do not think I ever heard a more eloquent, appealing, and compelling 
statement than Senator Hill has made. 

Senator Hix. Thank you, sir. 

Senator Kerr. Members of the committee, we have other witnesses. 
I wonder if it would be possible for us to come back at 2: 30. 

Senator Hruska. Subject to whatever is on the floor. 

Senator Kerr. Senators Bush and Case both said they could come 
back at 2:30. 

We will come back at 2:30 for the other witnesses. 

And now, I would like to go into executive session for about a 
minute. 


(Whereupon, at 12:30 p. m., the subcommittee proceeded in execu- 
tive session. ) 





AFTERNOON SESSION 


Senator Kerr. The committee will be in order. 
Mr. Wessenauer. 


STATEMENT OF G. 0. WESSENAUER, MANAGER, TVA POWER PRO- 
GRAM, ACCOMPANIED BY R. A. KAMPMEIER, ASSISTANT MAN- 


AGER OF POWER, TVA, AND JOSEPH C. SWIDLER, GENERAL 
COUNSEL, TVA 


Mr. Wessenaver. I believe the last time we were meeting together 
I was discussing the various recommendations in the proposals which 
the TVA submitted to the Bureau of the Budget and had reached the 
bottom of page 6. Would that be a convenient place to take up, 
sir? 

Senator Hruska. Page 6 of what, sir? 


Mr. Wessenaver. Of the document entitled, “Sources of capital for 
the TVA power system.” 
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The third recommendation relates to use of credit of agencies of 
the Tennessee Valley region and reads: 

TVA might also enter into power purchase, lease, or lease-purchase arrang 
ments covering plants or other facilities financed by agencies of the region 
Such facilities might be constructed by them or by TVA for their account Fac 
ties covered by such lease or lease-purchase arrangements would be regarded as 
power property held by TVA for purposes of computing payments in lieu of 
taxes under section 13 of the TVA Act, but the amount of taxes or tax equiva 
lents paid by the owner of the plant within the State where it was located 
would be deducted from any increase in the amount otherwise payable by TVA 
to such State on account of the lease of such plant and the sale of its output 

oa might be occasions when it would be practicable for new 
power facilities to be provided for the TVA system by the use of lease 
purchase agreements. A facility constructed under such an arrange 
ment would be operated by TVA under a long-term lease; the rental 
payments would cover the fixed charges and TV A would acquire title 
when the cost was fully amortized. 

It is possible that the credit of some of the TV A power distributors 
or of some of the States of the region, or perhaps of some other agency 
of the region, could be used to finance such arrangements, and the pro 
posed legislation takes this possibility into account. 

A lease without provision for ultimate transfer of title, or a long- 
term contract whereby the financing agency would ve the plant 
and sell its output to TVA, might also be a feasible basis for the con- 
struction of facilities which could be integrated with the TVA system. 

It does not sem likely that arrangements for State or local financing 
would provide a major share of the future capital needed. A consider 
able period would probably be necessary before any number of such 
agencies would be in position to handle the necessary financing for the 
construction of such facilities: in fact, the necessary enabling legisla- 
tion does not now exist in most of the States of the Tennessee Valley. 
Moreover, the staff believes that under most circumstances it would 
be prefer able for TVA to borrow money directly rather than to rely 
on financing by a variety of local agencies. Such outside financing 
should therefore be regarded not as a method for genera] jalan ion, 
but as a financial vehicle for possible use in special cases. 

An agency which might otherwise be able to finance a plant might 
not be qualified to design and build it. TVA should be authorized to 
prov ide engineering and construction services in such cases. 

Senator Kerr. Right there, if you would permit an interruption, 
the committee has a letter from the National Society of Pro essional 
Engineers, which will be made a part of the record, and I would like 
to read the next to the last paragraph and get your comment on it: 
“The National Society of Professional Engineers does not wish to 
indicate any opinion on other aspects of S. 2373, but it is felt that the 
authorization for TVA to provide engineering services outside of its 
own organization would be a serious intrusion by a Federal agency 
into private professional practice and would be at variance with the 
letter and spirit of existing State laws.” 

Do you have any comment on that ? 
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(The complete text of the letter referred to follows :) 


NATIONAL SOCIETY OF PROFESSIONAL ENGINEERS, 
Washington, D. C., July 26, 1955. 
Hon. Rosert S. Kerr, 
Chairman, Subcommittee on Flood Control, Rivers, and Harbors, 
Senate Public Works Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Kerr: The National Society. of Professional Engineers, repre- 
senting 36,000 members, through 39 member State societies and more than 350 
local community chapters, has had brought to its attention certain provisions of 
S. 2375, to amend the Tennessee Valley Authority Act of 1933, as amended, and 
for other purposes, which are of considerable concern. 

We understand that the subcommittee will shortly conclude its public hearings 
on the pending legislation and we would respectfully request that our views, as 
contained in this letter, be included in the record of the hearings. 

Section 15d (g) of the amended Tennessee Valley Authority Act of 1933, as 
amended, as proposed in 8S. 2373, would authorize TVA— 

“In connection with the construction of a generating plant or other facilities 
under an agreement providing for lease or purchase of said facilities or any 
interest therein by or on behalf of the Corporation, or for the purchase of the 
output thereof, * * * (to) perform engineering and construction work and other 
services, and may enter into any necessary contractual arrangements.” [Empha- 
sis added. ] 

It would appear that the quoted language would permit TVA to furnish engi- 
neering and design services in connection with the design and construction of a 
generating plant or of any other facilities for anyone. It would appear that such 
a result could occur, for example, if any private or local agency were to build 
and operate power facilities or any other facilities with a tie-in to TVA operations. 

We respectfully submit that a grant of authority to TVA which would allow 
it to render engineering design services for others is unwarranted interference 
with the normal functions and operations of private consulting engineers who 
have been and are available for such normal professional activities. We believe, 
and we think the members of the committee agree, that the Federal Government 
should not compete with its own citizens in the furnishing of materials or services 
to non-Federal agencies or persons, except under the most extreme or emergency 
conditions. Maintaining and strengthening the private-enterprise system which 
has made this country so powerful and prosperous requires that we keep the 
Federal Government out of pursuits which are provided normally by private 
organizations or individuais. This is particularly urgent with respect to inde- 
pendent practice of the professions. 

The offer and furnishing of professional engineering services is subject to the 
State engineering registration laws which are in existence in every State of the 
United States and its Territories and possessions, as well as the District of 
Columbia. These State laws provide for the registration of qualified professional 
engineers under strict standards in order to protect the public health, safety, and 
welfare, and they make it unlawful for any person to offer and perform profes- 
sional engineering services who has not complied with and registered under the 
appropriate State law. 

The grant of authority to TVA, quoted above, would conflict with the State 
engineering registration laws, as it is certain that TVA as a Government cor- 
poration is not licensed under any of the State laws to offer and perform profes- 
sional engineering services for others. ; 

The National Society of Professional Engineers does not wish to indicate any 
opinion on other aspects of S. 2373, but it is felt that the authorization for TVA 
to provide engineering services outside of its own organization would be a 
serious intrusion by a Federal agency into private professional practice and 
would be at variance with the letter and spirit of existing State laws. 

We urge that the subcommittee delete the authorization discussed above and 
thus indicate its faithful adherence to the principles of noninterference by the 
Federal Government into private professional pursuits and compliance with 
existing State law, designed to protect the public’s life, health, and property. 

Very truly yours, 


ALLISON C. Nerr, P. E., President. 


Mr. Wessenaver. We are talking about plants which would be- 
come a part of the TVA system under arrangements with the agen- 
cies which finance their construction. Quite a bit of engineering 
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would be required on the part of TVA, in working out such arrange- 
ments, to define locations and general specific: ations for the plant lay- 
out and the characteristics of the plant. We would have to do, as I 
said, a substantial amount of engineering, in order to assure ourselves 
that we were getting the kind of plant that we would need as a part 
of the TVA system. 

We would want to be assured of the adequacy of the design and the 
operating characteristics of the plant, that it would be an eflicient 
and economical plant when it was completed. 

Our idea here was that the experience of the TVA oe ranization 
ought to be available, under appropriate circumstances, if a plant is 
to become a part of the TVA system in this way. 

Senator Kerr. I take it then that what you are saying is that you 
feel, first, that the authority in the bill to perform engineering con- 
struction work and other services, is limited to where it would be in 
connection with the construction of the generating plant or other 
facilities under an agreement providing for lease or purchase of said 
facilities, or any interest therein by or on behalf of the corporation. 

Mr. Wessenaver. Yes; our concern, Senator, is that if the 
rangements are to be such that we would have the obligation to make 
payments for the use of the plant, adequate to cover the financing 
of the plant by this other agency and retirement of the indebtedness 
and repayment of interest thereon, and the plant would become part 
of our system, it is only to a degree different from a TVA plant, 
and we would want to do enough engineering to be sure that we would 
get the efficient and economic al plant on our system that is necessary. 

Senator Kerr. There is no provision in wag) bill for your providing 
engineering services in connection with any facility or project other 
than some that you would be looking forw: ca to acquiring under the 
provisions of this paragraph? 

Mr. Wessenaver. It provides for engineering services in con- 
nection with plants in which we have a direct interest. 

Senator Kerr. But not otherwise ? 

Mr. Wessenaver. But not otherwise. 

Senator Kerr. And you feel that in view of the fact that you would 
be acquiring this as a part of your setup, that it would be expedient 
and sound judgment to be in a position to know what you were doing 
and to protect yourself—you feel you need the authority through your 
own engineering staff to do the engineering advisory and construction 
supervision where indicated in such situation ? 

Mr. Wessenaver. Where it is indicated, Senator, and of course, it 
would require agreement by the other parties concerned. They may 
have other adequate engineering services available, but this would 
provide for the possibility that there would be circumstances 

Senator Kerr. For your being able to do it if you deemed it neces- 
sary ! 

Mr. Wessenaver. If they and we deemed it necessary, yes. 

Senator Kerr. To adequately protect the investment you expected 
to make. 

Mr. Wessenaver. Yes, because we would be taking financial respon- 
sibility. 

Senator Hruska. Well, Mr. Wessenauer, it is not limited, however. 
the authority that you have in the bill is not limited to situations 
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where you propose and expect eventually to acquire title to the premises 
that you will engineer, is it? I refer you to line 21, for example, on 
page 2 where the words are found, “or the purchase of the output 
thereof.” 

Now, reading the sentence in full: 

In connection with the construction of a generating plant or other facility 
under an agreement providing for lease or purchase of said facilities, or any 


interest therein by or on behalf of the corporation, “or for the purchase of the 
output thereof” the corporation may, 


and then it goes on to say, 
render these engineering services. 


which means, if some other agency outside of the TVA whose plant 
is being built and which you do not intend to buy, but whose produc- 
tion you expect to use, you may expect to use, you may é also give them 
engineering services which are contemplated here. Isn’t that true? 

Mr. WessenaveR. Yes, sir. I thought I was saying, Senator, that 
this would apply to plants in which we have a primary concern, and 
responsibility for the costs that would result from the arrangements— 
in other words, I tried to cover this situation you just mentioned. 
Perhaps I didn’t do it very well. But in the case of any arrangement, 
whether it is a lease, a lease-purchase, or a purchase of the output, in 
which TVA has such a direct. interest, TVA would have the oppor- 
tunity under this bill, if mutually desirable—— 

Senator Hruska. I didn’t gather that from your answer to the 
chairman’s questions a while ago because, as I got it that question was 
directed to the idea as to whether these engineering services would 
be limited to such instances where you would be buying by a lease 
arrangement the premises which you would build. 

Mr. Wessenaver. I am sorry. I misunderstood the question. I 
had intended my answer to cover all of those, sir. 

Senator Kerr. And it does, of course, go to uses that would come 
under the language beginning at line 17, on page 8, and going through 
to line 2, on page 9? 

Mr. Wessenaver. That is correct. 

Senator Kerr. I would like at the conclusion of the statement by 
this witness to have the letter made a part of the record. 

Senator Hruska. In the light of that, what would you think of this 
letter of the National Society of Professional Engineers if the situa- 
tion was one in which you agreed to buy the output of some generating 
plant? You would then go in there and do all the planning, engi- 
neering, and designing for that company that was going to build that 
plant. Would that not be inv ading the province of the professional 
engineer and the planners who are represented in the National So- 
ciety of Professional Enginers ? 

Mr. Wessenaver. What I was trying to say, sir, was that we should 
have the authorization to provide engineering services in cases where 
the output of the plant is to be used by TVA, and under which the 
owners were looking primarily to the arrangement with TVA as a 
bases for the financing of the plant. 

In other words, we want to assure ourselves that we are paying for 
the most economical and efficient type of plant whether we pay for it 
through rental or through a price for the power under : lectern 
arr angement. 
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Senator Hrusxa. If you are going to contract for the pure! ase of 
an output of a plant at X mills, it just seems to me that in the normal 
contractual situation that the pure ‘haser of power un der that kind of 
a Situation isn’t concerned too much with the engineering and plan 
ning department to the extent that it will produce the quantity of mer 
chandise which he conracts to buy. 

You are furnishing under those circumstances none of the financing 
for the outfit, as | understand it. 

Mr. Wessenaver. The kind of arrangement, Senator, that I am 
contemplating—and I think it is a more likely one—is that someone 
contemplates building a plant for the express purpose of supplying 
power to the TVA system. It would probab ‘ly not be built on the 
basis of TV A’s paying a fixed dollar amount, or fixed rate for the 
power, but more likely on a basis of TVA’s paying amounts that will 
cover the cost of buil ling the plant, by covering the carrying charges 
on the plant. Under such an arrangement, the nature of the p lant 
and the engineering characteristics of it would be a very important 
element in determining what the power might cost TVA. 

Senator om ska. That brings me to another question which is right 
in line with that one. 

What are the special circumstances to which you refer in your state- 
ment here, at page 8? I can’t quite visualize the type of thing. After 
all, at the top of the page, at the end of that paragraph, there 
such outside financing should be regarded not as a method for general applica- 
tion, but as a financial vehicle for possible use in special cases. 

What kind of speci: il case would it be in that connect 1on : 

Mr. WeEssENAvER. I do not have any specific situation in mind, Sen- 
ator, but I think the TVA should be able to take advantage of any fav- 
orable proposal that might be made by some outside agency offering to 
provide power through the construction of a plant, under which the 
financing was predicated upon a long-term contract for TVA to lease 
the plant or buy its output. 

Senator Hruska. What occasion would there be for it, considering 
your own availability of resources and financing for plants of TVA’s 
own? What occasion would there be for it? You say special cases. 
Now, what kind of case ¢ 

Here you have an area in which you have many, many plants and 
you have resources, financial resources which are being provided un- 
der this bill for the construction of other plants. Now, then, you 
want to open another door for something a se. Now, what is there 
in any other situation that you could not provide for under the au- 
thority you are asking to do these things under your own jurisdiction ? 

Mr. Ww ESSENAUER. ( ‘onceivably some proposal which might be more 
economical than building it ourselves. 

Senator Kerr. Is it your thought, or are you telling thie committee 
that your concept of the exercise of the authority granted by this sec- 
tion would be consistent with the policy of taking advantage of any 
opportunity that might be available to you to acquire either the gen- 
erating capacity which you might own, yourselves, or the output from 
generating capacity that you might have under contract, on the most 
economical basis possible, and not the use of your engineering staff as 
a competitive organization to private engineers, in spheres and proj- 
ects which would not be either furnishing you power, or building fa- 
cilities of which you might become the owner or the lessee / 
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Mr. Wessenaver. Yes, Senator, engineering services could be pro- 
vided only in those instances where we had a direct interest in the 
output of the plant, or where we acquired or leased the plant. 

Senator Hruska. That is pretty broad authority. 

Senator Kerr. It is pretty broad authority but it constitutes a limi- 
tation. 

Senator Hruska. I doubt that it does constitute a limitation. 

Senator Kerr. For instance, they would not be authorized to fur- 
nish engineering capacity to a municipality or an REA, that was 
about to build a generating facility where they neither had purpose 
to buy or lease or secure the « output of the facility. 

Senator Hruska. That is true. 

Senator Kerr. And they would not be authorized to furnish en- 
gineering ability or consultation to any private enterprise that was to 
market other than through their system. 

Mr. Swipter. It was the intention only to cover the situation where 
TVA had the financial responsibility, through one device or another, 
whether lease, lease-purchase or power purchase, so that any economies 
effected either in time or money as a result of the use of our staff would 
be for the benefit of the TVA—or, to put it conversely, where any 
inability on the part of a municipality, Vet us say, to secure adequate 


services would cause TVA to feel the financial impact. 

Such a plant would be financed by an agency of the region, and 
it was our thought that this provision would enable us to integrate 
such a plant with our system, so that it would be, from the phy sical, 
engineering, and financial point of view, virtually like a plant that 


we constructed ourselves, and we would contemplate providing only 
those engineering services that were mutually desirable and necessary 
to permit the right kind of a plant to be built on the right schedule 
and in an economical way. 

Senator Hruska. Of course, that goes to the root, does it not, of 
the complaint or viewpoint of the National Societ y of Professional 
Engineers. When you say you are concerned with the cost of such 
a plant and that it be built to specification, and so on, and that no 
one else can do it except your staff and your engineers, that anyone 
else in the profession including any member of this national society, 
would not be able to achieve those things, then you are arrogating to 
your engineering staff something that is very superior to any body 
else in all the w orld, and they do not believe in that doctrine, I do not 
believe. 

Mr. Swipcer. Well, Senator Hruska, we have not said that. 

Senator Hruska. You have just said that if engineering talent is 
not available to these municipalities which will achieve these ends 
which we hold to be an integral part of TVA, then we want to be able 
to step in there and do the job. 

Senator Kerr. Let me ask if this is not what he meant, Senator. 

As I understood him, he had a different approach than that. As 
I understood him, he was telling us he wanted the authority to use 
their engineering staff when by so doing they could gain an economic 
advantage to TVA. Not because their engineers could do a better 
job than | anybody else in the world could do, but it just might be that 
the cost of the project, if done by their engineers, would be at a figure 
so much less that if the prospective furnisher of power had the access 
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to that advantageous arrangement, it might result in their being able 
to buy the power cheaper. 

Mr. Swipter. I think that says it very well, Mr. Chairman. We 
do not contemplate providing all of the engineering services or pro 
viding them in every case, but we do visualize that situations would 
arise in which we wat Be have to provide some services, at least. 

Senator Hruska. What would you say, then, with reference to the 
language in this letter: 

The offer of furnishing of professional engineering services is subject to the 
State engineering registration laws, which are in existence in every State of 
the United States and its Territories and possessions, as well as the District 
of Columbia. These laws provide for the registration of qualified professional 
engineers under strict standards in order to protect the public health, safety, 
and welfare, and make it unlawful for any person to offer and perform pro 
fessional engineering services who has not complied with and registered under 
the appropriate State law. 

The grant of authority to TVA as quoted above would conflict with the State 
engineering registration laws as it is certain that the TVA as u Government 
corporation is not licensed under any of the State laws to offer and perform pro 
fessional engineering services for others. 

Now, in most States, as I understand it, a corporation cannot be 
licensed as an engineer, any more than it can be licensed as a lawyer 
or as a doctor or asa dentist. 

Now, what would you say about that aspect of it ? 

Mr. Swivter. Well, Senator Hruska, I do not think it would be 
different in principle from the use of our engineers on our own con 
struction projects. We would have the same kind of an interest in 
the construction of one of these plants under a lease-purchase agree 
ment that we would if we financed it ourselves. 

As you know, the engineers on Federa!| pro’ ets are not required to 
be licensed by the State, although many of TV A’s engineers, in fact, 
are licensed. The Federal Government is competent to set up its own 
standards, and the interest of TVA, here, would be just about as direet. 

Senator Hruska. No, not quite, because here, you are offering those 
services to others. I presume one can practice law for himself and 
represent himself in court as often as he wants to, but when he under 
takes to do it for others, then another field is entered into, you see. 
Is not the same principle applicable here? You can do it for your 
self, and the Federal Government, as a superior entity to State laws 

can do it for itself, but where you undertake to do it for others, is not 
a different situation presented ¢ 

Mr. Swipter. Well, Senator Hruska, as I tried to make clear and 
perhaps did not succeed, we would only do it where the TVA 
financial stake itself. 

Senator Hruska. That again is evading the question. When you 
are buying the output of a plant and use that as a vehicle for saying 
that you are sufficiently interested in it so you can override and, in 
effect, nullify State laws which govern engineers and the practice of 
engineering, then you see you are getting on tenuous ground, it seems 
to me. 

Mr. Swipter. Let us look at it from a little different point of view, 
Senator: We would assume Congress would not want to bar the pos- 
sible proposals that might be received to supply TVA with power 
from plants financed by State and local agencies, or perhaps : ivately 
financed. In order to make that feasible, it seems to us there has to be 
some sort of an engineering tie-in. 
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Few agencies that might finance a plant have experience in build- 
ing these giant steam stations and to make that kind of a relationship 
workable, we would have to provide a considerable amount of engi- 
neering services, even if we provided none for the lessor of the plant, 
simply to protect ourselves. 

Senator Hruska. Would you have to get engineers from your 
company as opposed to having that municipality getting engineers 
from someplace else? You see, that is what they are talking about 
here. They have a profession, and they have members who are prac- 
ticing that profession, and you say the munic ipalities have no engi- 
neering staff. Therefore, you have to provide it. ‘These people say, 
“No, there are independent engineers and engineering firms, private 
engineers, who are available for that purpose.’ 

Mr. Swiprer. Before you relied on these agencies to take care of 
your power requirements and before you entered into an agreement to 
pick up the check—which is the only way they could finance these 
plants—you would want to be assured that the plant met your stand- 
ards as to characteristics of the equipment, as to location, and all the 
other engineering features. 

Senator Hruska. But that does not mean you have to plan, engi- 
neer, and build it. 

Mr. Swipter. I am not suggesting we would in every case. 

Senator Hruska. You are asking for the power to do it. 

Mr. Swipter. We are asking for the authority to do it because I 
think it might well be necessary, in some cases. 

Senator Hruska. In what type of case would your engineer ing staff 
be able to do something here which an independent engineering firm 
could not do? 

Mr. Swipter. I think in the case af an agency which had no expe- 
rience in construction and which was new to the field 

Senator Hruska. All right, then, let us qualify it and say “any 
competent engineering firm.” 

What any “competent engineering firm could not do—I imagine 
there are others competent in this field besides the engineers em- 
ployed by TVA. What situation is there where they could not get 
it from others than you could provide? 

Mr. Wessenaver. I would think the situation, Senator, is that we 
would try to avoid the duplication of it. In other words, if you 
have X lessor with an engineering group and the lessee also having 
an engineering group, you are going to have some duplication. I 
think this would provide the possibility of avoiding the duplication 
of engineering services, inasmuch as the responsibility of the plants 
and the characteristics 

Senator Hruska. Eliminate the duplication, but why do it at the 
expense of this society? That is what the letter w ants to know, you 
see. 

Mr. Kampmerer. Suppose TVA had done a considerable amount of 
planning and investigation work in connection with a possible devel- 
opment. It has a substantial amount of the engineering done and 
then some agency other than TVA offers a pr oposal for financ ing that 
facility and leasing it to TVA on terms that we find attr: wctive and 
more favorable, perhaps, than those on which TVA could finance the 
project itself. 
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Now, a case like that would inevitably involve duplication of eng 
neering if we had our hands tied and were prevented from doing any 
of the engineering services in connection with carrying forward of 
the construction of that project. It would be most hi and i 
efficient. 

Senator Hruska. If you start out with th OSitiol it you 
have already done part of the work and will have to employ someone 
else to finish the work, I would have to agree with you on such a 
supposition. 

Mr. Kampmerer. What we are trying to provide for here are 
sible contingencies, rather than normal situations. 

Senator Kerr. Where would you be if the first part of the line 21 
on page 8 were eliminated: “or for the purchase of the output 
thereof” 

Senator Busu. What is that reference ? 

Senator Hruska. Page §, line 21. 

Senator Kerr. Then the sentence would read 
In connection with the construction of a generating plant or other facilities 
under an agreement providing for lease or purchase of said facilities or any 
interest therein by or on behalf of the Corporation, the Corporation may convey 
in the name of the United States by deed, lease, or otherwise, any real property 
in its possession or control, may perform engineering and construction work and 
other services, and may enter into any necessary contractual arrangements 

Mr. Swipier. Senator, I would say that kind of integration ar- 
rangement—one solely for purchase of the power—would be probably 
the lea st like ly of the three th: at are mentioned here to be one requil 
ing any engineering services by TV A. 

I doubt that there is much likelihood, if we would enter into a 
power purchase arrangement, that we woul L 

Senator KERR (interposing). That you would need to furnish either 
land or engineering services, or construction work in connection with 
the plant, where your only connection with it would be for the pur- 
chase of the output the reof. 

Mr. Swipter. I would think it would be unlikely, but nevertheless 
there is the possibility that this kind of an arrangement would turn 
out in some situation to be the most favorable arrangement and in 
that case we might be handicap yped by the omission of the words. 

My guess is that such a situation would probably not arise. 

Senator Kerr. If those words were eliminated, you think it might 
possibly impair the situation, but certainly you think to a very limited 
extent / 

Mr. Swipter. The contingency seems to me to be fairly remote. 

Senator Kerr. Any further questions / 

Senator Hruska. Yes. Not on that aspect of this sub ject num- 
bered 3, “Use of credit of agencies of the Tennessee V alley region. 
but let us suppose that the Congress in its wisdom decided to impose 
a limit on the bonded indebtedness which will be permitted under 
the Kerr bill. Would this use of the credit of other agencies furnish 
a way whereby such a limit could be circumvented / 

Mr. WesseNAvER. I do not believe “circumvent” is the right word. 
Senator. I think it should be recognized, if for some reason the Con- 
gress determined that TVA financing by revenue bonds was not to ex 
ceed a certain limit, that the people of the region through a local 
agency like a State or municipality might be wishing to provide some 
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of the power for integration into the TVA system, and that this would 
be a route which the agency should be able to follow. 

Senator Kerr. In that regard, I would say that their power in that 
regard would depend upon “the language of the limitation. If Con- 
gress in its wisdom saw fit to pass this bill, but to do so with a limita- 
tion on their bonding authority, or contractual authority, the limit 
would depend en tirely, Senator, on the language under the limita- 
tion. 

Senator Hruska. The reason for my inquiry, Mr. Chairman, was 
this: The only limitation which has been discussed here so far has been 
the limitation in “X” million dollars for the revenue bonds. Now. 
that is an obligation which would be incumbent upon TVA to dis- 
charge in one way or another. 

This would be an obligation—a lease-purchase contract would be a 
further obligation, but it would not be within the category of revenue 
bonds, don’t you see. 

Senator Kerr. Well, it would depend upon the provision of the 
lease-purchase agreement. 

I would say in answer to the question that they could not provide a 
binding lease-purchase agreement that would form the basis of credit 
of the other agency, to an extent that would commit TVA beyond the 
overall bonding capacity granted by the bill, if there was a limitation 
of that bonding capacity placed i in the bill. 

Now, if they had the opportunity, for instance, to buy power on a 
current b: asis under arrangements which said that if, at a certain time 
in the future, they saw fit ‘to do so and had the author ity to do so, they 
would be entitled to certain credit on the overall purchase price by 
reason of power they had purchased and paid for, that certainly would 
not violate, nor increase the obligation of the TVA, under authority 
which limited their bonding capacity. 

But if they made a contract whereby they definitely agreed to com- 
mit themselves to buy a plant whether they took the power or not, in 
order to give that other entity a basis of credit whereby they could 
issue liquidating bonds, then I would think that that would be a con- 
tract’ which might have to be considered as a part of the amount to 
which they were alluding. 

Senator Hruska, Some provision could be made whereby this could 
be dealt with along lines which you indicate. 

Senator Kerr. 1 would think if the committee decided to place 
the limitation—and I must say, I would see no objection to the plac- 
ing of a reasonable limitation on their additional bonding power— 
that i is, aside from that which would be reimbursing the United States 
for previous investments—certainly if we decided to do that, we 
could take care of the question you raise, there. 

Mr. Swipter. Senator Kerr, in order to clarify the record I think I 
should say that we did not so interpret the bill. We regarded the 
lease- purchase arrangements as a separate way of financing the capac- 
ity that might be required in the future, w ithout use of TV “A bonds, or 
appropriations, or TVA revenues, directly. 

There is, of course, no limitation in the Kerr bill on either the 
revenue bond route or the lease-purchase route. 

Senator Kerr. Since there is no limitation in the bill on your 
authority to issue revenue bonds, there would be no need for a device 
in the bill to go beyond the limitation, since there was no limitation. 





TENNESSEE VALLEY AUTHORITY FINANCING 217 


But in the event the committee or the Congress decided to impose a 
limitation on the authority, they would then, in the exercise of reason 
able and prudent judgment, put language in the bill to make the 
limitation effective, on the authority to issue obligations, or bonds. 

Mr. Swipcer. One of the proposed changes of the Bureau of the 
Budget would limit the amount of bonds. 

Senator Kerr. I was not thinking of the suggestion of the Bureau 
of the Budget. 

Mr. Swipter. I just wanted to make clear that so far as | know, 
neither the Bureau of the Budget nor TVA aauanens that the 
budget’s suggested ceiling on bonds would serve as a restriction on 
the use of the lease-purchase route. 

Senator Hruska. That is the question I wanted to have answered, 
because if a limitation was placed on the revenue bonds, leaving this 
avenue open, you see, it might be desirable to place a limitation on 
this lease-purchase thing. There is no reason to close this one gate 
if the other gate was left wide open. It does clearly answer the ques- 
tion which I asked. 

Senator Kerr. Are there further questions / 

You may proceed. 

Mr. Wessenaver. Section 13 of the TVA Act provides for pay 
ments in lieu of taxes to the States and counties in which TVA oper- 
ates, amounting to 5 percent of power revenues from customers other 
than agencies of the United States. The amounts paid to the sev- 
eral States are distributed among them under the statutory formula, 
partly on the basis of the location of the power property held by TVA, 
and partly on the basis of TV A’s power sales in the respective States. 

The proposed legislation would treat a leased plant as power prop- 
erty held by TVA for purposes of distribution among the States of 
the payments made under section 13. Since the owner of a leased plant 
might pay taxes, or tax equivalents, under State law, such a plant 
might thus carry a duplicate tax burden in the absence of any provi- 
sion to the contrary in the proposed legislation. The proposed ar 
rangements would meet this problem by offsetting the owner's tax 
payments against the increase in the payments which TVA wonld 
otherwise make to the State. 

4. The existing Federal investment: TVA would be required to pay into the 
Treasury a return on the net appropriations made for power purposes, including 
the value of power properties transferred from other Fedeal agencies. Such 
payment would be measued by the Treasury’s average cost of money « : market- 
able obligations. In addition, the security of the Government’s investment in 
TVA would be maintained by a requirement that TVA either reinvest from 
revenues at least the equivalent of depreciation accruals, or that it reduce its 
capital obligations correspondingly. These requirements would be in lieu of 
the present statutory requirement that TVA repay to the Treasury the appro- 
priated funds invested in power facilities within 40 years after such facilities 
go into operation. 

The Federal Government has already invested large amounts of 
money in the TVA power system. The plan herein proposed recog- 
nizes and protects the Government’s existing investment. It would 
require TVA to pay a return on the Federal investment derived from 
appropriations, at a rate equal to the Government’s cost of money. 

The appropriations invested might be reduced from time to time 
by payments to the Treasury from surplus revenues; a portion of 
revenues at least equal to the depreciation would either be used for 
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such payments or bond retirements or reinvested in additional power 
properties, thus protecting the integrity of the remaining invest- 
ment. 

On the basis of our estimates, TVA’s net earnings would be well 
above those required to maintain the security of the Government’s 
investment. These accumulating earnings would enhance the Govern- 
ment’s investment whether appropriations were repaid or the addi- 
tional earnings were plowed back into the growing system. 

5. TVA power rates and the disposition of TVA revenues: TVA would charge 
rates adequate to cover its operating expenses, statutory payments to States and 
counties in lieu of taxes, debt service on bonds, payment of a return to the Treas- 
ury, and such a margin as would be desirable in TVA’s judgment, consistent 
with maintaining the lowest practicable rates. It would be authorized to enter 
into pledges with lenders that debt service on TVA bonds and any necessary 
related reserves would have first claim on all power revenues after operating 
and maintenance expenses and the payments in lieu of taxes. Revenues would 
next be used for payment of a return to the Treasury on appropriated funds. 
Remaining revenues would either be invested by TVA in power system assets 
or would be used for debt retirement or reduction of the appropriation invest- 
ment. 

TVA would continue to operate its power system on a self-liquidat- 
ing basis. Its earnings would be more than adequate for debt service 
on its bonds and to pay a return to the Treasury on the investment 
derived from appropriations. 

The pledge of net revenues from the entire system as security for 
the TVA bonds would increase the attractiveness of such bonds, but 
such a pledge would constitute no burden on the Government; on 
the contrary, by reducing the cost of borrowed money, it would in- 
crease the balance of TVA earnings which would remain the property 
of the Government. 

Senator Busn. I would like to ask our friend if he has had a chance 
to examine the report of the Task Force on Water Resources and 
Power which is in this volume that I hold here. Have you had a 
chance to examine that? 

Mr. WessenAveR. I am sorry, sir, but I liave not. 

Senator Busu. Mr. Chairman, in volume 2 of that report—Mr. 
Chairman, I refer to the Report of the Hoover Commission Task Force 
on Water Resources and Power, volume 2. I refer to page 440 of 
that report, and to a passage entitled “Table A-36: Rate of return of 
distributors of TVA power.” 

In the middle of that passage is a table which is labeled “Table 
A-36, Results of the operation of Tennessee Valley Authority system, 
on the basis of reported figures and on the basis of interest at 3 percent 
and computed taxes.” 

Senator Kerr. I wonder if you mean A-36, or A-37. 

Senator Busu. Both. I refer first to table A-36 on page 440, and 
on page 441 is the table I have just mentioned and on the next page 
is the concluding of the A-36 reference. 

I would like to have inserted in the record, here—I request, or offer 
a motion, whatever is proper. 

Senator Kerr. Just a request. 

Senator Busu. I request that we insert in the record at this point, 
that material on page 439, 440, 441 and 442. 

Senator Kerr. It will be made a part of the record at this point. 
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(The pages referred to follow:) 


TABLE A-34.—TVA power program source and dispos 
to June 380, 1954 


inds provided 
Federal Government 
Congressional appropri 
Property transfer 


Proceeds from bond 


Total 
Income from oper 
Net incon 
Add provisions for depreciat 


tion of acquisition adjustn 


Total 


Advance collections and contributions 
Total funds provided 


Disposition of funds 
Fixed assets 
Original c 
Add 
Original cost retir 
Acquisition adjustments writter 


Total 
Less 
Net sal 
Depreci 
Total 
Construction it 
Total 
Repayments of Federal Governm 
Payments to U.S. Treasury gener 
Redemption of bonds 


Total 
Inventories 


Total expended 
Unexpended proc 


Total disposition « 


NOTE.—(_ ) indicates decrease. 


The following table A-—*5 shows the reported rat 
investment for recent fiscal years. 


Table A-S3S5.—TVA’s reported rate 


Fiscal year: 
1940 
1950_.._ 
1951 
1952_ 
1953... i a 


Last 5 years—average 


TVA reported that the low return earned in 1953 was cansed 
ditions which decreased the hydro output and necessitated 
older and less efficient steam plants and the importation of sub 
of energy from other systems at high prices 

The reports prepared by TVA covering the operation of 
TVA power show that as a group the distributors have ear 
return than has TVA. The following tabulation shows t! 
tors as derived from data included in the TVA reports 
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TasLE A-36.—Rate of return of distributors of TVA power 


Percent return after depreciation 
and taxes paid 


Fiscal year AIST 





Munici- | Coopera- . : 

palities oes i Combined 
a as ae eda Ue nhanpontachad aaa voila techies a 
1949 oe ' 13.1 | 3.4 | 9.5 
1950 . ; pidden eat 12.2 | 2.9 | 8.4 
1951 eh =m : 11.4} 2.5 7.6 
1952 vs coe hd inact ta etiaioncltianh Bins cibiilesS deveapeoitite . 10.7 | 2.5 | 7.3 
1953 ele aahivtncnanianlets sae : la lt ctor alata 10.3 | 2.5 - | 


1 For a discussion of the amortization policies of the cooperatives in the TVA area, see pt. III, sec. J, cov- 
ing Rural Electrification Administration activities. 


The tabulation shows that the earnings of the municipalities have been un- 
usually high and substantially in excess of the rate of earnings of TVA. 

(b) Financial analyses by the task group.—Task group A has analyzed the 
financial aspects of TVA’s power operations using the methods and procedures 
outlined in part III, section B. These analyses show that if the criteria adopted 
by the task group were applied, TVA’s power operations through fiscal 1953 
would show a deficiency under actual revenues of $100 million to $108 million. 
This deficiency results from computing interest charges at 3 percent both during 
construction and for annual power expenses; and from adding charges equal 
to the Federal, State, and local taxes paid by privately owned utilities on the 
periphery of TVA in providing equivalent amounts of power. The total com- 
puted amount for taxes is $199,501,868, as against $29,751,095 paid by TVA in 
lieu of State and local taxes. 

Table A-37 summarizes the reported results of financial operations and the 
results of analyses made by group A. It shows that with the inclusion of inter- 
est expenses and computed amounts for taxes, the total financial requirements 
for the entire period through June 30, 1953, would have exceeded the reported 
revenues by $99,574,167, or about 14 percent. Similarly, the total cost of service 
would have exceeded the revenues by $107,807,007, or more than 15 percent. 
For fiscal years 1952 and 1953 the financial requirements so computed would 
have exceeded actual revenues by 14 and 29 percent, respectively. 
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The reported operating expenses of TVA since 1949 have included amounts 
paid by TVA to the Southeastern Power Administration for power received from 
the Corps of Engineers’ Cumberland River projects. The task group’s analyses 
of the Southeastern Power Administration’s system show that these revenues 
have failed by $8,611,250 to meet financial requirements and by $7,671,232 to 
meet costs of service of the power, both computed with the use of interest at 3 
percent and allowances for taxes computed as described above. These amounts 
should therefore be added to the deficiencies shown on the foregoing tabulation 
covering the results of analyses of TVA power operations. Even excluding the 
computed allowances for taxes, these revenues for Cumberland River power 
would have failed by $3,976,259 to meet financial requirements and by $3,036,232 
to meet costs of service of the power. 


Attention is invited to the fact that these analyses of the TVA power system 
were based on the assumption that the amount of power sales would not have 
been changed by rate increases that would have resulted from the inclusion of 
additional costs, principally for taxes. Although such increases possibly would 
have reduced the power sales, no adjustment therefor was made in the studies. 

Senator Busu. I was very much surprised to find that the analysis 
by the task force shows that if interest had been charged at 3 percent 
and if taxes comparable to those paid by other operations of a com- 
parable nature in the area had been paid, that in the year 1953, for 
instance, that the revenues would have shown a deficit under “Ex- 
penses,” of $28,940,000. 

Senator Kerr. I must say to my good friend that I would have been 
quite surprised had it not shown what it does, because I believe, as 
brought out so ably by Senator Hill, here, this morning—and I would 
like the appropriate person here to correct me if I am in error—the 
concept of the act was that the projects would not be operated at a 
profit, but on a basis that would get the Federal Government’s invest- 
ment back according to the formula of the act which did not include 
interest. 

Senator Busu. I was not sggesting it should be operated at a profit, 
but I do not think it was contemplated that it should be operated at a 
loss. 

Senator Kerr. It was not operated at a loss. 

You only get the loss figure, if I understand it, if you developed a 
pro forma balance sheet giving effect to what they would have spent 
had they been paying interest to the Federal Government over and 
above what the law creating them says they should pay, and if they 
had paid on the basis of private institutions. 

You understand that the act passed provided for reimbursement 
without interest. 

Senator Busu. I am. not saying that the act is illegal. I know the 
act provides for this, Senator. 

Senator Kerr. You said you were quite surprised to find 

Senator Busu. To see the extent of this deficit; yes, sir. 

Senator Kerr. As compared to what the deficit would be under 
certain suggested circumstances ? 

Senator Busw. And if taxes were paid, yes. And that does not 
mean income taxes. 

Senator Kerr. I would like for someone here to advise me if I 
am mistaken: The spirit of the act is that the power would be 
furnished in the area at as low a figure as could be done and meet the 
requirements imposed upon it by the act, and not a return to meet 
the requirements of what it might be on some suggested basis. 

Senator Busu. I do not impute any wrongdoing to the accountants 
or the managers, at all. That is not my point. I am sure they are 








TENNESSEE VALLEY AUTHORITY FINANCING 22: 


administering the act the way they think it should be administered 
and in accordance with the purposes of the act. I am raising another 
question, though, that I think this task force does raise, as to whether 
rates shouldn’t be charged that would take that into account. 

Senator Kerr. That is a very good point to raise and I understand 
your thought in doing it. 

The only point at which I took issue with my good friend was this: 
You said you were surprised to find what the extent of the deticit 
might have been under certain simulated conditions. 

Senator Busu. That is right. 

Senator Kerr. And I answered and said that I would have been 
surprised had it been otherwise, because under the law it was specifi- 
cally provided that it would be operated, not on the conditions indi- 
cated in this pro forma sheet, but on other conditions that would 
pass on to the consumer the benefit of a low rate which would eliminate 
the possibility of the kind of return indicated, here in this table. 

Senator Busu. Well, my surprise no doubt was occasioned in part 
by a lesser familiarity with this situation than the distinguished chair- 
man. 

Senator Kerr. I would say that your surprise goes back to the 
provisions of the original act. 

Senator Busu. I have no objection to your insisting upon that, at 
all. 

Senator Kerr. If you are familiar with the provisions of the act, 
you know they couldn’t operate the property on a basis that would 
have produced an amount for the power they sold, to have enabled 
them to show that kind of return. 

Senator Busu. Do you interpret this move as a move in the direc- 
tion of correcting—if I can use that word—a situation which I find 
surprising? The issuance of these bonds and the payment of interest ¢ 
Is that a move in that direction ? 

Senator Kerr. Yes, and I will explain to you how it is, and I want 
the distinguished counsel to correct me if I am in error. 

Under the present act, it is specifically provided that the Authority 
pay no interest to the Federal Government. 

Senator Busu. Iam sorry. Would you say that again? 

Senator Kerr. Under the existing law, it is specifically provided 
that the Authority pay no interest on capital investment to the Fed- 
eral Government. It has the burden, or the obligation, of repaying the 
appropriation advanced by the Government, at the rate of an average 
of one-fortieth a year for 40 years—214 percent—without interest. 
That is the way the program is now being carried out, except that 
they have paid back at a rate which puts them ahead of schedule in 
meeting that obligation. 

Now, under the proposed bill, they would pay the Federal Govern- 
ment a dividend annually—a return annually in a form that you could 
either call a dividend or interest, on the money which the Federal 
Government has advanced them which they have not yet reimbursed. 

In addition to that, they would have the obligation to eventually pay 
back to the Federal Government every dollar the Government has 
advanced them by appropriation. The difference being that if they 
continued to operate under present law, they will eventually pay Sak 
all of the initial appropriations by the Government, which has been 
used as an investment, but without interest. 
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If they go over to the program of operating under this bill, they will 
pay the Government not only all of the original investment but also a 
return on the investment while they are in the process of reimbursing. 

Senator Busu. But that will be on investment made hereafter, 
under this bill? 

Senator Kerr. Oh, no; am I right or wrong? 

Mr. Swipter. You are right, sir. 

Senator Kerr. It is the total unreimbursed investment. 

Senator Busy. Good. 

Senator Kerr. So that the answer to your question as to whether or 
not this bill would be more favorable, under the formula that you 
indicated you looked upon with favor, than the present law, as I gave 
it to you 

Senator Busu (interposing). Could I ask counsel or somebody to 

oint out to me in the bill where that is provided, what the chairman 
just said, namely, that those investments heretofore made would be 
liquidated with interest? 

You have a 20-year period of investments where no interest has 
been paid. 

Senator Kerr. They are not under obligation in existing law to pay. 
If this bill goes into effect, they will begin to pay interest. 

Senator Busu. They will begin henceforth but not retroactive ? 

Senator Kerr. Yes, but your question awhile ago was whether or 
not that interest would be on future investments or past investment. 

Senator Busu. Yes, sir. 

Senator Kerr. And I told you it would begin to pay interest now, 
on past investments. 

enator Busu. I see. I see. I appreciate your clearing that up 
for me. 

Now, let me see where it says that in the bill. What page? 

Mr. Swipcer. The return on investment is called for on page 6 of 
the bill, at the top of the page: 

From net power proceeds in excess of those required to meet the Corporation’s 
obligations under the provisions of any bond or bond contract, the Corpora- 
tion shall, beginning with fiscal year 1956, make payments into the Treasury 
as miscellaneous receipts, on or before December 31 and June 30 of each fiscal 


year, as a return on the appropriation investment in the Corporation’s power 
facilities. 


Senator Busu. Does that mean the investment in the Corporation 
and its power facilities as of now? 

Senator Kerr. That is all the appropriation investment there is. 

Senator Busu. No, you are going to make a lot more. 

Senator Kerr. You may not make appropriations investments. 


Mr. Swipter. You may, but that would be included in the definition. 
The bill goes on: 


The said appropriation investment shall consist, in any fiscal year, of that 
part of the Corporation’s total investment assigned to power as of the beginning 
of the fiscal year (including both completed plant and construction in progress) 
which has been provided from appropriations or by transfers of property from 
other Government agencies without reimbursement by the Corporation, less re- 
payments of such appropriation investment made under title II of the Govern- 


ment Corporations Appropriation Act, 1948, this act, or other applicable 
legislation. 


So that as of any given time your appropriation investment is the un- 
reimbursed appropriations made to date. 
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Senator Busu. Whatever has not been paid back, it begins to carry 
interest, in fiscal year 1956, if this bill passes ¢ 

Mr. Swowoter. That is correct, sir. 

Senator Kerr. Now, read on for the Senator. 

Mr. Swipier (continuing) : 

The payment in each fiscal year shall be equal to the computed average 
interest rate payable by the Treasury upon its total marketable public obli- 
gations as of the beginning of said fiscal year applied to said appropriation 
investment, 

Senator Busn. Is this as we revised it? 

Senator Kerr. No; that is the language of the bill as you see it 
there. 

Senator Busn. Did we not revise that yesterday ‘ 

Senator Kerr. No. 

Mr. Swipter (continuing) : 

Payments due hereunder may be deferred for not more than 2 years when, in 
the judgment of the Board of Directors of the Corporation, such payments can- 
not feasibly be made because of inadequacy of funds occasioned by drought, 
poor business conditions, emergency replacements, or other factors beyond the 
control of the Corporation. 

So there is this fixed return requirement on the full appropriation in- 
vestment as it may exist from time to time. 

Senator Busn. Then they would begin to pay interest on any bonds 
that are put out. 

Senator Kerr. They would have to pay interest on any revenue 
bonds. 

Senator Busn. That is clear, but in addition to that, interest would 
be paid on the remaining investment. 

Senator Kerr. As of the fiscal year 1956, which has already started ; 
or any addition that might be made to it by appropriation or transfer 
of property, or other asset. 

Senator Busu. Well, then, that would be, as you have said, a move 
in the direction of changing a situation criticized in this report ? 

Senator Kerr. It would be a move in the direction to which the 
Senator indicated he had an attitude of approval. 

Senator Busn. And which these people point out. 

Senator Kerr. I think it moves in a direction which I thought the 
Senator favored. 

Senator Bus. I had not understood that that was the case. 

Senator Kerr. Are there further questions on 5? 

Mr. WEssENAUER. Senator, may I ask, after I have had a chance to 
study this table, if I could add something in the record here, to com- 
ment on this statement ? 

Senator Busu. I would have no objection. 

Senator Kerr. If you desire, certainly. 

Senator Busu. How long will it take you? I do not know whether 
the Senator wants to keep the record open all summer. 

Mr. WessEnaAvER. I will try to look at it in the next day or two and 
put it in the record. 

Senator Busu. If you have a chance to examine that material that 
I have offered for insertion, if you have comments you would like to 
put it in the record? 

Mr. Wessenaver. Yes. 

Senator Busu. I would like to have it. 
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Senator Kerr. Very good. That will be done. 
(The information is as follows :) 


The Hoover Commission task force report arrives at a “deficit” figure for TVA 
power operations by charging. TVA with: 

1. Hypothetical interest which exceeds the actual cost of money to the Gov- 
ernment.—The task force computed an interest charge against TVA for which 
there is no provision in the TVA Act, and assumed the interest “cost” to be 3 
percent while the Government's actual cost of money during the period in ques- 
tion averaged about 2 percent. Incidentally, the assumption by the task force 
of an interest “cost” of 3 percent seems to be in direct conflict with the use of 
2% percent by the task force’s administrator, at pages 1211-1212 of volume 3 
of the same report, in discussing the Government's interest cost for power from 
reclamation projects. 

2. Hypothetical State and local tares in excess of the payments in lieu of tares 
required by the TVA Act.—The actual payments not only fulfill the requirements 
of law but have been found to be satisfactory to the States and local governments. 
The fact is that tax-equivalent payments by TVA and the local distributors of 
TVA power are greater today than the corresponding taxes probably would be 
if the area were still served by private utilities—in 1937, before major purchases of 
utility properties by TVA and its distributors, total payments to State and local 
governments on account of power properties in area now served by TVA were 
about $3,350,000. During fiscal year 1953 corresponding payments to States and 
local governments by TVA and its distributors amounted to $8,369,000, an increase 
of 150 percent compared with a national increase of only 127 percent in State and 
local tax payments by electric companies. The task force’s computations departed 
from reality by assuming that private utilities would have built as much capacity 
as TVA. This assumption is directly contrary to historic fact, for today capacity 
in the TVA area has multiplied 10 times since 1933 while capacity in the rest of 
the Nation has increased approximately 3 times. The assumption also con- 
tradicts the task force’s own recognition at page 442 of its report that with 
higher power rates growth would be smaller. 

3. Hypothetical Federal income tawes.—In accordance with law and Federal 
policy TVA as a Federal agency pays no Federal income taxes. The 
task force computes such taxes, and in doing so ignores the fact that 
such taxes are based on profits and computes them on the curious assumption 
that kilowatts of capacity are an appropriate measure of income taxes. Thus 
the task force assumes that a Federal agency should be charged with Federal 
income taxes and computes the amount of such hypothetical taxes on the unstated 
assumption that TVA should earn as large a profit per kilowatt of capacity as 
a profit-seeking electric company. This not only ignores the use of much of 
TVA’s output for Federal purposes, but also the intent of Congress prescribed 
in the TVA Act that TVA should encourage increased domestic and rural use 
of electricity by selling the power at the lowest possible rates. 

We believe the task force should have assumed an interest cost—if any—of 
2 percent, corresponding to the Government’s actual cost of money, and should 
have accepted, as the region affected does, the adequacy of the payments in lieu 
of State and local taxes. Had it done so, its computations instead of showing 
a “deficit” would have shown a surplus of earnings for the Government which 
would have been larger than the amounts collected through Federal income taxes 
from the wholesale operations of typical privately owned electric companies 
supplying power for use by a comparable number of consumers, 


Senator Busu. May I ask the Senator a question ? 

Senator Kerr. Yes. 

Senator Busu. The Senator has cleared up a question of interest 
on investment. Now, how about the repayment of the investment 
from here on? Does that continue, and on what basis? 

Senator Kerr. It does continue, as circumstances warrant. Where 
is that language ? 

Mr. Swipter. That language is on page 7, beginning with line 17, 
the sentence beginning “In order to protect the investment.” 

Senator Kerr (reading) : 


In order to protect the investment of holders of the Corporation’s securities 
and the appropriation investment as set out in subsection (e) hereof, the 
Corporation, during each successive 5-year period beginning with the period 
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from July 1, 1955, through June 30, 1960, shall apply net power proceeds either 
in reduction (directly or through payments into reserve or sinking funds) 
of its capital obligations, including bonds and the appropriation investment or 
to reinvestment in power assets, to the combined extent of at least the aggre- 
gate of the depreciation accruals and other charges representing the amortiza- 
tion of capital expenditures applicable to its power properties plus the net 
proceeds realized from any disposition of power facilities in said period. 

Senator Busy. Does that indicate they may discontinue making 
refunds? 

Senator Kerr. They have one alternative to making refunds out of 
any additional moneys and that is the investment of those returns over 
and above, first, the requirements of their revenue bonds, and, second, 
the return to the Government on the appropriation investment ac- 
counts. They have but one alternative to that of paying that into 
the Government, into the investment accounts retirement, or into a 
sinking fund to be used to retire their revenue bonds, and that would 
be to invest it in additional facilities. 

Senator Busn. Then, they do have that under this bill; they have 
that alternative. 

Senator Kerr. Yes, sir. 

Senator Busu. Would the Senator care to state whether he thinks 
that is 

Senator Kerr. Wise? 

Senator Busu. Yes. 

Senator Kerr. Yes, I do. I think it is very wise, and the way I felt 
about it when I introduced the bill and the way I feel about it now is 
this: In exchange for their opportunity to use their profits in expand- 
ing their power generating or other capital facilities, they are going 
to begin to pay ‘the Federal Government interest on their unreim- 
bursed account, and they are going to pay, actually, in interest, sub- 
stantially as much as they now pay in the form of reimbursement. 
That is a continuing obligation against them until the investment fund 
is completely reimbursed. 

Senator Busu. The appropriation fund. 

Senator Kerr. Yes, sir. 

Now, that is going to be quite a spur on them, because the only rea- 
son that they would—for instance, if they earned $10 million in 1958 
over and above the interest that they owed the Federal Government, 
and over and above the amortization and interest on their revenue 
bonds, the only reason that they would not use that to retire this ap- 
propriation account and eliminate the interest they have to pay on it, 
would be the conviction that they could use it to expand their fac ilities 
in such a way as to render greater service and create greater income. 

Senator Busu. On that point, could I have some enlightenment as to 
whether the Congress has got to be consulted, or whether the Congress 
has a voice in connection with any expansion moves which might take 
these revenues that the Senator has just spoken of ? 

Senator Kerr. That is under 

Senator Busu (interposing). As I understand it, heretofore, if they 
were going to put up a new plant, buy any new property, or take over 
a plant or whatever they did, there would have to be congressional ap- 
proval in the form of an appropriation for that purpose. 

Senator Kerr. That is right. 

Senator Busu. And in other words, the Congress—and this is a 
creature of the Congress, as Senator Hill has pointed out so clearly 
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today—I mean the Congress has had its hand on this situation right 
away. 

Senator Kerr. It still has. 

Senator Busu. What occurred to me is if it has lost its hand and 
whether expenditures could be made without congressional approval. 

Senator Kerr. I might say it is not stated in just those words. 

If you will turn to section 6 of the memorandums before you: 
Executive and congressional reviews of TVA budget programs: 

The TVA Board would have authority to determine the extent, timing, and 
details of the power financing arrangements, but TVA would report its power op- 
erations and budget program annually to the President and the Congress. The 
General Accounting Office would continue to audit TVA’s power accounts as a 
part of its regular audit of all TVA activities, but TVA would be authorized in 
addition to obtain independent audits. 

Senator Busu. That wouldn’t indicate much control by the 
Congress. 

Senator Kerr. The report continues: 

Section 301 of the Control Act provides for annual business-type audits of 
Government corporations by the General Accounting Office, and permits Gov- 
ernment corporations to obtain private audits only if expressly authorized to do 
So. 

Where is the other requirement in here, Counsel, under the Govern- 
ment Corporation Control Act, with reference to congressional and 
budgetary review of your operation ? 

Mr. Swipter. Mr. Chairman, that is taken care of by the fact that 
there is no exemption of TVA from its present status, or coverage, 
under the budget. provisions of the Government Corporation Control 
Act. We are now subject to those provisions and we seek no exemp- 
tion from them. I have already distributed copies of the Govern- 
ment Corporation Control Act 

Senator Kerr. Would you outline for the record here just what 
those requirements are ? 

Mr. Swipter. I would be glad to do so. I have some additional 
copies. 

Senator Kerr. I have a copy of it but I just wanted to get it on 
the table before us, if you are sufficiently familiar with it. 

Senator Busu. Mr. Chairman,-before he starts on this, could I ask 
him a question, the answer to which I am trying to get, as to whether 
expansion out of earnings can go ahead without congressional ap- 
proval, under this new bill. 

Senator Kerr. Surely. This act is the congressional authority for 
that, Senator. 

Senator Busu. So that they can go ahead and sell a $100 million 
bond issue and build a new plant like we were talking about last year— 
the Dixon-Yates plant—I mean that can be done without congres- 
sional approval. 

Senator Kerr. This is authority to the TVA Board to issue revenue 
bonds for the building of additional power generating facilities. 

Senator Busy. Have they always had the power to issue those 
bonds ? 

Senator Kerr. No. 

Senator Busu. I thought this bill was to substitute for the appro- 
priations the bonds, but I didn’t think bonds could be created without 
congressional authority and that is all I wanted to find out. 
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Senator Kerr. This act is the congressional authority. It has 
no limitation in it the way it has been written. There have 
been suggestions that Congress might want to put a limitation in 
here, and with that in mind, one or two members of the com- 
mittee asked representatives of the TVA what they estimated their 
requirements would be for the next 5 years—lI believe it was 5 years 
and got the information that it would approximate $850 million. 
There have been indications on the part of some members of the 
committee that they felt that in this authorization there should be 
limitation, generally, in approximately that amount, as a beginner 
under this bill, so that C ongress might again review either an increase, 
or letting it terminate on ‘the basis of the limitation that would be 
placed in the bill. 

But the purpose of this account is to authorize them to issue revenue 
bonds to get the money with which to take care of their future expan- 
sion, rather than to come to Congress for the appropriations to do so. 

Senator Busu. And the future expansion, does there have to be an 
authorization bill passed ? 

Senator Kerr. No; this is the authorization bill. 

Senator Bus. So the Congress no longer then would scrutinize 
any expansion plan ? 

Senator Kerr. They have to come back to Congress under this other 
act. 

Senator Busu. And say what they did. 

Senator Kerr. Yes. 

Mr. Swipier. That is not all. 

Senator Busu. Correct me. 

Mr. Swipter. We would have to prepare an annual business-type 
budget, as the act calls it, in which we would have to give our budget 
programs, including estimates of the financial condition and opera- 
tions of the corporation for the current and ensuing fiscal year, as 
well as the actual condition and results of operation for the last com- 
pleted fiscal year. 

Let me go on and read the rest of it. 

Such budget program shall include a statement of financial condition, a state- 
ment of income and expense, an analysis of surplus or deficit, a statement of 
sources and application of funds, and such other supplementary statement and 
information as are necessary or desirable to make known the financial condition 
and operations of the corporation. Such statements shall include estimates of 
operations by major types of activities, together with estimates of administra- 
tive expenses, estimates of borrowings, and estimates of the amount of Govern- 
ment capital funds which shall be returned to the Treasury during the fiscal 
year or the appropriations required to provide for the restoration of capital 
impairments. 

Senator Busu. Now, my dear fellow, let me ask you this: What you 
have said so far does not suggest that the corporation would have to 
make clear that they are going to expand the operations over into 
Kentucky or over into Mississippi, or someplace else, under that 
language. 

Mr. Swipter. Each year we would come in with a complete descrip- 
tion of our financial history and operating results and would lay out 
our plans for the future. 

Senator Busn. I think you probably would, but the law doesn’t 
require you to. 

Mr. Swipter. The law does require it. 
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Senator Busu. That law does? 

Mr. Swipter. It requires us to give our best appraisal, in financial 
terms, of what the future holds. 

Senator Kerr. What was your statement about the future control 
or authority or reporting to the Congress and to the Budget on the 
annual operation ? 

Mr. Swipter. I read from section 102 of the Corporation Control 
Act. 

Now, there could be occasions when it might be necessary to depart 
from budget programs. There is always the prospect that an estimate 
for the future is going to be too high or too low, or that some con- 
tingency may arise which will require departure from budget pro- 
gram expectations, but the Congress, each year, has an opportunity 
to compare the budget program that you presented for the previous 
year with your operations for that year to see whether you have been 
submitting carefully prepared and well-founded plans for ensuing 
years. There is no requirement to adhere to the dollar to budget esti- 
mates, however. 

Senator Kerr. Well, he did not ask that question. I was trying to 
make it clear that under this Government Corporation Control Act 
they would have to make annual 

Senator Bus. Reports of what they have done. 

Senator Kerr. And what they are going to do. 

Senator BusH. With respect to certain matters. 

Mr. WessEenaAver. Senator, I think if you recognize that the Gov- 
ernment Corporation Control Act requires a budget for the ensuing 
year—in other words, if this bill were in effect today, the President 
would be submitting with the budget message, next January, the 
program for the TVA for the fiscal year 1957 

Senator Busu. Would be in it. 

Mr. Wessenaver. And the act requires that there be a table to show 
the source and application of funds. 

Now, the tables of sources and applications of funds, as I un- 
derstand it, would be for all the activities of the agency, showing 
where the money is expected to come from and where we expect to 

ut it. 
r Senator Kerr. Not only including revenue bonds but also the money 
which they had earned which they intended to reinvest. 

Senator Busu. And the law is so clear, according to counsel here, 
that it would certainly be necessary to disclose, in connection with the 
future, what specifically the plans were for expansion. Not just that 
you are going to spend $50 million for a new plant, but it is going to 
be spent in Tennessee, Arkansas, or wherever. Is that right? 

Mr. Swipter. If we knew that fully; yes, sir. We might come in 
with a budget program which spotted particularly where we would 
spend all of our money, or it is conceivable we might come in with 
a budget program in which we said we planned to put in 2, 3, or 4 
units at locations which would be determined by current engineering 
explorations. 

Senstor Kerr. Would it be for specific purposes and in specific 
areas ? 

Mr. Swipter. We would make as full a disclosure as our informa- 
tion at the time permitted. 
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Senator Kerr. The Chairman of the TVA told us here the other 
day of some 7 or 8 specific installations that they had in mind and 
approximately what they would cost. 

Senator Bus. My only point is that I think the Congress will be 
interested in knowing what the plans for expansion are before they 
have been executed. 

Senator Kerr. We will have before us their proposal. They are 
required to make it as specific as they have the information to give. 
In the event that it is inadequate, they are available to come before 
the Appropriations Committee or any other committee of Congress 
and be questioned, and in the event their answers are unsatisfactory, 
we wad be here to cut their water off at any time we felt like we 


wanted to. 

Senator Busu. I have no other questions. 

Senator Kerr. You had read down to 6, and I inserted 6. You may 
now proceed with No. 7 

Mr. WESSENAUER Sinaia : 


7. Relationship of TVA expenditures to the national budget: The proceeds of 
TVA bond issues as well as power revenues, would be kept in a separate fund in 
the Treasury or in commercial banks, or could be invested temporarily in securi- 
ties approved for investment of national bank funds.. Except for appropriations 
from the Treasury, and payments to the Treasury for the purposes of (a) pay- 
ing interest on bonds held by the Treasury, (0) reducing the appropriation in- 
vestment in the TVA power system, and (Cc) paying a return on such investment, 
the receipts and expenditures of the TVA power system would not be considered 
in determining the amount of any national budgetary defiicit or surplus, but 
would be accounted for outside the regular Federal budget. 

The Treasury would be authorized to credit its holdings of TVA securities 
against the obligations to which the limitations on the national debt apply, so 
that its purchases of TVA securities would not affect the amount of the national 
debt. 

That last sentence and part of the preceding one are not applicable 
in the case of the Kerr bill. 

Section 302 of the Government Corporation Control Act requires 
Government corporations to new all of their funds in the United States 
Treasury with the exception of temporary checking accounts not in 
excess of $50,000 in any one bank. 

In connection with the issuance of bonds to the general public it will 
be necessary to make large deposits in commercial banks for payment 
of service charges on the bonds and for other purposes. 

Therefore, TVA should be exempt from this provision of the Gov- 
ernment Corporation Control Act. 

It is more economical to sell bonds in the private investment market 
by means of a few large issues a year rather than numerous small 
issues. TVA would therefore sell enough bonds at one time to provide 
the money needed for its construction sa am for several months 
ahead, and at times would have large balances of borrowed money on 
which it would be paying interest char ges. 

TVA also requires a substantial amount of working capital. These 
funds should be put to work in the manner common in industry, by 
investment in securities which would yield a return partially offsetting 
TVA’s interest payments. The legislation should authorize TVA to 
follow general commercial practice in this respect. 

Bonds sold to the public by TVA would not be a part of the na- 
tional debt, since they would not be guaranteed by the Treasury. 
Likewise, the construction of facilities with the proceeds of revenue 
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bonds should not affect the measure of a Federal budget deficit or sur- 
plus. The amount of any TVA bonds held by the Treasury, being 
fully supported by revenues, should likewise be deducted from the 
total of outstanding public debt obligations in relating them to the 
debt limit. However, under the Kerr bill no TVA bonds would be 
sold to the Treasury. 

In conclusion, the tests of any plan for financing the future power 
requirements of the TVA system are whether it is fair to the Govern- 
ment, the investor, and the power consumer, and whether it is work- 
able. In the opinion of the staff the plan herein proposed meets these 
tests. 

The plan would fully protect the interests of the Federal Govern- 
ment as the owner of the TVA system; it would insure a sound security 
for investors; and it would provide the means to meet the electric 
power needs of the consumers of the Tennessee Valley region promptly 
and at reasonable rates. 

The TVA Act provides an administrative framework which permits 
the TVA to discharge its responsibilities effectively, and the proposed 
legislation fits into this framework. 

With a continuation of TVA’s 20-year record of performance, the 
proposed arrangements in our judgment would provide a feasible and 
constructive solution of the problem of financing the TVA power 
system. 

Senator Kerr. Is there anything else you have to offer ? 

Mr. WessenaveEr. I have nothing further. 

Senator Busn. I would like to say I think the witnesses have been 
very patient and very helpful in trying to help us poor Senators to get 
to the bottom of this thing. 

Senator Hruska. I would like to share that expression of sentiment. 

Senator Kerr. I want to share the expression of appreciation, but 
delete the adjective “poor” 

Senator Bus. I accept the amendment with grateful appreciation. 

Senator Krrr. As applied to the members of the committee. 

I want to express my appreciation to the members of the committee 
and the very penetrating and yet understanding manner in which 
they have sought to obtain information. 

Mr. WessenaveER. Senators, I would like to say this witness en- 
joyed the opportunity to have this discussion with you. 

Senator Kerr. That is very good, Mr. Wessenauer. 

Are there further questions ? 

Senator Hruska. Mr. Chairman, did we clear up—if we did I do 
not want to clutter up the record with further questions, but did we 
clear up this matter of whether these bonds are in or out of the 
budget ? 

Mr. WessenaveEr. The budget ? 

Senator Hruska. Yes. 

Senator Kerr. Which budget? 

Senator Hruska. The Federal budget. 

Senator Kerr. They are not. 

Senator Busu. They are not in? 

Senator Kerr. They have no relation to the Federal budget. 

Senator Hruska. That is what the language of the bill is, and I 
remember in one particular there for a little while when I made in- 
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quiry about that—was it you, Mr. Swidler, who made some explana- 
tory remarks on it, who said they are in for certain purposes ¢ 

Mr. Swipter. I said, I believe, Senator Hruska, that only actual 
transfers of funds between TVA and the Treasury would be included 
in the Federal budget under the provisions of this bill. 

Senator Hruska. But none of the proceeds of the bonds, themselves 
or the allowance of the bond. That is the issuance of the bonds. 

Mr. Swipter. Neither the expenditures of bond proceeds nor the 
bonds will be included in Federal budget deficits or surpluses under 
this bill. 

(Discussion off the record.) 

Senator Kerr. TVA would have no more authority under this act 
with reference to the proceeds of revenue bonds than they now have 
with reference to earnings over and above the requirements upon them 
to reimburse. 

Senator Busy. How about appropriations? They have more au- 
thority under this act than they would have under the present system 
of appropriations. 

Senator Kerr. That is correct, but they have invested in the neigh- 
borhood of $150 million to $200 million out of earnings, over and 
above the amount they have paid back to the Government for reim- 
bursement of appropriations, and handled it, I think, in the identical 
way that they would be authorized to handle the proceeds from 
revenue bonds under this measure. 

Mr. Swipter. Not exactly. 

Senator Kerr. Explain the difference. 

Mr. Swipter. There is a provision of the Government Corpora- 
tions Appropriations Act for 1948, which provides that we shall 
not start new power-producing projects—meaning new plants—out of 
revenues, without congressional approval. 

Senator Kerr. That isright. That was inserted in 1948. 

Mr. Swipter. That is right, in the 1948 Appropriation Act. 

Senator Kerr. And this specifically repeals the effect of that, as to 
TVA authority. 

Senator Hruska. So you could build new plants from proceeds of 
bonds without coming to Congress for any authority in that regard ? 

Mr. Swipter. That is right, except that presumably any new plant 
would be reflected in a budget program which Congress would have 
had the opportunity to review. 

Senator Kerr. And the purpose of the act is to authorize the issu- 
ance of bonds to build new plants. 

Senator Busu. We would have an opportunity to review it but it 
would not come up for action. 

Senator Kerr. You would have the opportunity to preview it. 

Senator Hruska. But not necessarily veto it, or modify it. 

Senator Kerr. If Congress wanted to enact legislation to stop them, 
they could. 

Senator Busu. If Congress, as a whole, did, that is right, but it 
would not come up automatically for action, the way appropriations 
have heretofore. 

Senator Hruska. It would require an amendment of the basic act 
under which they operate. 

Senator Busn. Heretofore, we have been able to take cognizance of 
what they do and act on it. 
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Senator Kerr. In the last 2 or 3 years there have been no appropri- 
ations for additional installations and their need for it has been such 
that both they and the Bureau of the Budget are here before us, ask- 
ing for authority for them to issue revenue bonds to get this money. 

Now, there is a difference between a m: ijority of the Board and the 
Bureau of the Budget as to the specifications of the authority to be 
granted. 

Senator Busn. I am all for the revenue-bond plan and the only 
thing in which I am a little doubtful is whether or not we are re- 
linquishing an automatic power to approve—a power to automatically 
consider these expenditures before aa are made. 

Senator Kerr. What you are doing under this act, if you pass it, 
is to authorize them, under certain rather stringent limitations, to 
issue revenue bonds and sell them and use the proceeds for certain 
specified purposes. 

Senator Busu. But those last three words are the important things, 
for “certain specified purposes.” We do not specify them. 

Senator Kerr. In this act you specify. 

Senator Busu. No; we just say they can issue bonds. We do not 
say for what. 

Senator Hruska. You do not specify. They can use it for any of 
the purposes for which they are created. 

Senator Kerr. Isn’t that specific in the law? 

Senator busu. No; it is not specific. It does not tell you where 
they go. 

Senator Kerr. On specific projects, no. 

Senator Busu. That is what I mean. Heretofore these appropria- 
tions have been made on a project basis. 

Senator Kerr. If we were going to continue it on that basis, Sena- 
tor. there would be no reason for this act. 

Senator Busn. I may be completely confused, but I thought what 
this bill was for was to create a financing vehicle which would take 
the appropriation out of here, and when you approve a given project 
instead of financing it by appropriations you are going to finance it 
by a revenue bond issue. 

Senator Kerr. That would be an alternative. 

Senator Busu. I thought that was the basic purpose of the bill. 

Senator Kerr. What you are talking about would be an authori- 
zation directed to a specific plant, to a specific capacity at a specific 
place. The bill would address that communication to whom it might 
concern. 

Senator Busu. I thought this was a plan to finance and not a plan 
to give further power of determination where new installations should 
go. But it seems to me that it has turned out to be both. 

Senator Kerr. That is very definitely correct. 

Senator Hruska. The Bureau of the Budget recommends some re- 
strictions and limitations on that, do they not? 

Mr. Swipter. The Bureau of the Budget plan would require con- 
gressional approval. 

Senator Hruska. Of what? 

Mr. Swipter. Of each bond issue, as I understand it. 

Senator Hruska. Of each individual bond issue? 

Mr. Swioter. As I understand it. 
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Senator Kerr. The budget representative is here. I do not think 
it requires that, does it, Mr. Swartz? 

Mr. Swartz. It would require Congress to approve these specific 
plants set out in the budget. 

Senator Hruska. It would mean that the same power of Congress 
which is exercised now for the building of new plants with appro- 
priated funds would be carried over to the finance ing of such plants 
through the proc eeds of revenue bonds? 

Mr. Swartz. That is correct, including power proceeds. Not only 
proceeds in bonds but also the power proceeds. 

Senator Hrusxa. That is the alternative to which you refer. 

Senator Kerr. That is an alternative; yes, sir. 

Senator Busu. That is exactly what I have been sort of groping at 
here. I think I prefer that. 

Senator Kerr. I would say that you eaereery have gone right 
straight up the stream. I do not think there has been any groping. 

Mr. Swipter. Senator Hruska suggested th: at the only way the 
Congress could control or direct expendi tures by TVA would be by 
amendment to the TVA Act. 

The Government Corporation Control Act provides for Congress 
imposing conditions or directions in connection with the expenditures 
under budget programs submitted by Government corporations, so 
that this is a simple and effective way, when a budget program is sub- 
mitted to Congress, for Congress to voice any differences that it has, 
or any directions that it wants to give. 

Senator Kerr. The difference or disapproval would have to assume 

the dignity of a legislative enactment. 

Mr. Swivrer. It would have to act through the appropriation 
process or other legislation. 

Senator Kerr. It would be a legislative process. 

Mr. Swipter. In the broad sense ; yes. 

Senator Hruska. Certainly, it would not be on the appropriation 
part because the bill as it now stands does not provide for any appro- 
priations. Anything that is done pursuant thereto is done with 
revenue bonds. 

Mr. Swipter. But the Congress under the Government Corpora- 
tions Control Act would nevertheless pass on the budget program and 
have authority to impose conditions on expenditures. 

Senator Kerr. In an appropriations act. They can do that under 
this other bill, Senator. 

Senator Busu. I do not see how it would come before appropria- 
tions. 

Senator Kerr. It is in the law. 

Mr. Swipier. The law provides for the transmittal- 

Senator Kerr. Read that provision. 

Mr. Swipter. After the provision which I read to you, on page 2 
of the copy of the Government Corporations ( ‘ontrol Act, the next 
two sections, complete the budget picture. 

The act goes on—this is section 103, now— 

The budget programs of the corporations as modified, amended, or revised by 


the President shall be transmitted to the Congress as a part of the annual 
budget required by sections— 


which are set out there of this title. 
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Amendments to the annual budget programs may be submitted from time to 
time. Budget programs shall be submitted for all wholly owned Government 
corporations for the fiscal year commencing July 1, 1946, and each fiscal year 
thereafter. 


Then section 104 provides that: 


The budget programs transmitted by the President to the Congress shall be 
considered and legislation shall be enacted making necessary appropriations 
as may be authorized by law, making available for expenditure for operating and 
administrative expenses such corporate funds or other financial resources or 
limiting the use thereof as the Congress may determine and providing for repay- 
ment of capital funds and the payment of dividends. The provisions of this sec- 
tion shall not be construed as preventing Government corporations from carry- 
ing out and financing their activities as authorized by existing law, nor as 
affecting the provisions of section S3ly of title 16, 


which is section 26 of the TVA Act. 


The provisions of this section shall not be construed as affecting the existing 
authority of any Government corporation to make contracts or other commit- 
ments without reference to fiscal year limitations. 

Senator Busu. Under the new plan, under the Kerr bill, they do not 
have to make available for expenditure, any funds. Is that going to 
be done by the revenue bond process? I still feel that that does not 
bring the matter to the Congress for action. The budget calls atten- 
tion to the matter. 

Senator Kerr. Senator, it brings the matter to the Congress, to the 
Appropriations Committee, who can exercise by legislative action, 
limitation on the budget as proposed. But certainly it is not contem- 

lated that the expenditure of the funds achieved under this bill would 
cane the same limitations as appropriated funds, because if they were 
to a operated on that basis, hea: there would be no occasion for this 
bill. 

Senator Hruska. Well, there would be to this extent, that the re- 
payment thereof would be tied to the operation of the corporation, 
itself, conceiving TVA asa provision. To that extent there would be 
a difference. 

Mr. Swipter. There is one point which, particularly in view of Sen- 
ator Bush’s comments, I aakd like to make clear. Under this bill we 
could use revenue bonds and power revenues only to finance our power 
program. We would continue to need annual appropriations for our 
other programs, such as navigation operations, flood-control opera- 
tions, administration of reservoir lands, and soon. So we would sub- 
mit each year a budget program that would include not only a complete 
description of our proposed power and other programs but also an 
appropriation request. The whole program would therefore auto- 
matically be brought before the appropriations committees. 

Senator Kerr. Would this be a correct statement: That under the 
existing method of operations, you cannot do anything until Congress 
specifically authorizes it and appropriates the money, except in con- 
nection with your earned revenue funds? 

Mr. Swipter. Yes. 

Senator Kerr. Under this bill, you can do it unless Congress tells 
you not to, within the limitations and provisions of this act. 

Mr. Swipter. That is right, sir, subject to these provisions of the 
Government Corporation Control Act, which require the presentations 
to the Bureau of the Budget and the President and the Congress. 
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Senator Hruska. Well, that is true but I think we would find some 
light shed on the thing by the fashion in which our Housing Act is 
administered. 

Now, there, the Corporation has the authority to issue and sell bonds, 
but the only way that Congress can control that situation is to limit 
the funds for the administration of that agency. And when it allows 
just so much by way of administration expense, then necessarily there 
is a reduction in the number of units which they may finance during 
the course of the fiscal year in question. 

Now, that is not true here, because you have other funds available 
for administration purposes, have you not ? 

Mr. Swipier. Yes, but you understand that the housing bonds are 
in effect guaranteed bonds and that the issuance of those bonds imposes 
a commitment on future appropriations of the Congress. 

Senator Hruska. Well, of course they could or could not be. There 
is some question whether the Government is not at least morally and 
maybe even legally responsible for these bonds which TVA will be 
issuing. 

Mr. Swinrer. Well, Senator Hruska, if you can suggest a better way 
than the language we have used to make clear that there is no such 
commitment in the act, I would be glad to use that language. 

Senator Bus. I think that Mr. Swidler has done an excellent job 
in stating that these bonds are not guaranteed, principal and interest, 
by the Government. The point is that nevertheless they are, in effect, 
obligations of a Government agency and therefore it is generally con- 
ceded by everybody, including the Secretary of the Treasury, that 
the Government cannot let them go into default. 

Senator Hruska. We went through that already once with the road 
bonds and the law there stated as expressly as yours does, that these 
bonds shall not be obligations of the Government. 

Senator Kerr. But, Senator, there was a far different provision 
in that act. In that act, the Treasury was directed to put $5 billion of 
Government money back in it. 

Senator Hruska. But the language in the bonds was as express and 
unequivocal as here. The amount of bonds to be issued was far in 
excess of the $5 billion. 

Senator Kerr. Let me say that in my judgment—but in that other 
act, the enacting legislation specifically appropriated, ad infinitum, 
all of the revenue from a certain source for that Corporation to use to 
pay interest on and retire those bonds. 

Saeaher Hruska. This applies to plants indicated on that map? 

Senator Kerr. You will recall that the Attorney General came be- 
fore this very committee and the Secretary of Commerce and said they 
are not Government obligations. 

Senator Hruska. But the Comptroller General came in here and 
said they were. 

Senator Kerr. I want to say as far as I am concerned, I regard an 
bond to be issued by this Authority of the same dignity and obli- 
gation as that of a Government bond. 

Senator Busu. That is what the Secretary of the Treasury said, too. 

Senator Kerr. I want to say, as author of this bill, that my position 
would be at any time those bonds got in default, that 1 would sponsor 
legislation to hold the holders of those bonds secure. 

66466—55——16 
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Senator Busn. And you would win. 

May I make a parliamentary inquiry? First, has the Bureau of the 
Budget been heard, here? 

Senator Kerr. In part. Mr. Schwartz is from the Bureau of the 
Budget. 

Sinaies Busu. Did you plan to hear from them this afternoon? 

Senator Kerr. I had not planned to unless it is requested. 

Senator Hruska. He is here. 

Senator Busu. I know, but I wondered what the chairman’s plan 
was from here on. 

Senator Kerr. My plan is to hear these other two witnesses who are 
scheduled and then ask the committee if they want to hear from 
anybody else. 

nator Busu. Do we have the recommendations of the Bureau of 
the Budget for amendments ? 

Senator Kerr. In the language of Mr. Schwartz as a witness and 
in the form of a communication from the Bureau of the Budget, and 
a proposed bill. They are all part of the record. 

ell, thank you, very much. 

Is Mr. Charles Fain, of the National Rural Electric Cooperative 

Association, present ? 


STATEMENT OF CHARLES J. FAIN, ASSISTANT GENERAL MANAGER, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Farn. Mr. Chairman, my name is Charles J. Fain. I am 
assistant general manager of the National Rural Electric Cooperative 
Association. 

In view of the amount of time that the committee has spent on this 
proposal, and in view of the knowledge exhibited by the committee 
and the chairman on the bill and the facts relating to it, I think it 
would be well for me to not spend a great deal of time in going through 
the entire statement, but simply to summarize the position of our 
association in regard to the legislation which the committee is con- 
sidering, and then very briefly give the reasons for our position. 

Senator Kerr. Your statement will be made a part of the record 
and you may summarize. 

(The statement referred to follows :) 


STATEMENT oF CHARLES J. FAIn, ASSISTANT GENERAL MANAGER, NATIONAL RURAL 
ELecTRIC COOPERATIVE ASSOCIATION, IN SuPPOoRT oF S. 2373 


Mr. Chairman and gentlemen of the committee, my name is Charles J. Fain. 
I am assistant general manager of the National Rural Electric Cooperative 
Association, which is the national service organization for approximately 90 
percent of all REA-financed electric-type borrowers in the United States and 
Alaska. 

We appear today in support of S. 2378, which would amend the TVA Act to 
effectively provide TVA with a source of funds for capital expansion to supple- 
ment annual appropriations by the Congress. 


THE NEED FOR CAPITAL EXPANSION 


Mr. Chairman, our people in the TVA service area during recent years have 
become increasingly concerned with the fact that congressional appropriations 
for TVA are totally inadequate for construction of new electric generating 
facilities necessary to meet loads. As a result, the capacity of the TVA system 
is falling behind the load. Even assuming that the city of Memphis proceeds 
in the most expeditious manner to build its proposed 600,000-kilowatt plant, the 
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TVA load, exclusive of Atomic Energy Commission facilities, will exceed TVA's 
capacity to supply such loads by 857,000 kilowatts in 1958. These figures, we 
think, demonstrate that even if the Memphis steam plant is constructed, addi- 
tional capacity is an immediate requirement. 

Various members of the House and Senate Appropriations Committee repre- 
sentatives of the administration, and other Government officials, have frequently 
voiced concern over the fact that although appropriations for TVA power facili- 
ties are an investment rather than an expenditure, nonetheless, they must be 
included in budgetary management calculations and are reflected in national 
debt figures. 


THE TVA PLAN 


To overcome these objections and to provide TVA with a vehicle of capital 
finance that will assure it of adequate money to build additional capacity on the 
most economical basis, the Board of Directors of the Tennessee Valley Authority 
has recommended legislation to provide new sources of capital for TVA power 
system expansion. The TVA Board has recommended that the Congress allow 
it to initiate a new financing plan consisting of three principal elements: 

1. TVA would be empowered to issue revenue bonds secured by power 
sales revenue to be sold to private investors or to the United States Treas- 
ury. These bonds would not be guaranteed by the Treasury and would not 
add to the national debt. 

2. The plan also contemplates that additional power capacity might be made 
available to TVA under power purchase and lease or lease-purchase agree- 
ments with agencies in the region which could finance new construction. 

3. The new financing measures would be supplementary and not in substi- 
tution of present appropriations provided by the Congress and revenues 
available from power operations. 

We think the proposal of the TVA Board and the legislation substantially 
embodied in S. 2373 constitutes a plan which, while providing for annual con- 
gressional review of TVA activities in connection with appropriated funds, 
would, nonetheless, enable TVA to proceed on an orderly and economic develop- 
ment of new electric generating resources as the need arose without conflicting 
with the exigencies of Federal budgetary management and without subjecting 


the operation of a major utility system to the vagaries of political uncertainty. 


DANGER OF BUDGET BUREAU RECOMMENDATIONS 


I would point out, however, Mr. Chairman, that if the plan proposed by TVA 
is to result in establishing a component of financing truly independent of political 
vagaries, TVA, once its bond issuing authority is established, must be allowed 
to proceed with the issuance of its securities on a businesslike basis without the 
necessity of submitting each proposed expansion of facilities to the Director of 
the Budget and his advisers, the Secretary of the Treasury, or other adminis- 
trative officers for approval. Mr. Chairman, it is our understanding that the 
basic intent of the legislation under consideration is to provide TVA with a 
source of funds for capital expansion beyond those which are made available by 
annual congressional appropriation. The Authority has assumed a utility res- 
ponsibility which involves, among other things, a readiness and ability to serve 
the electric power needs of its customers. However, if the excellent management 
record of TVA and the sound financial position it has achieved are to provide 
the basic security for the repayment of funds derived from any plan involving 
financing outside of congressional appropriation, private groups which purchase 
such securities as may be issued by TVA must rely on a continuation of expert 
management and accomplishment in the field of electric power generation and 
transmission. 

It cannot reasonably be assumed that private investors will purchase TVA 
securities if they are issued under legislation which restricts management and 
relates the security for their investment to the uncertainties of national politics. 
In short, Mr. Chairman, our position is that the administrative agencies of the 
Federal Government should not expect to exercise political control over moneys 
invested by private groups for future capital expansion of the TVA system. 

It is for this reason that we are opposed in general to the recommendations 
of the Comptroller General contained in his letter of April 18, 1955, to the 
Bureau of the Budget and to the restrictions that would be imposed on the 
pending legislation by the Bureau of the Budget, according to a letter of May 7, 
1955, from its Director to the Chairman of the Tennessee Valley Authority. 











240 TENNESSEE VALLEY AUTHORITY FINANCING 


There are several specific restrictions as suggested by the Director of the 
Budget to which we take particular exception. 

1. The Director of the Budget has recommended that approval of the form, 
denomination, maturity dates, rates of interest, and other terms and conditions 
under which the proposed TVA bonds were issued would be subject to deter- 
mination by the Secretary of the Treasury. Inasmuch as S. 2373 does not 
authorize the Secretary of the Treasury to purchase any of the proposed securi- 
ties, we can see no reasonable need for that officer to exercise complete authority 
over the terms of their issuance. 

2. The Director of the Budget has recommended that the proceeds from the 
sale of the proposed TVA securities be available not only for the construction 
and acquisition, enlargement, improvement or replacement of any plant or other 
facility used or to be used for the generation of electric power as is provided 
in S. 2373, but also for the refinancing of any such plant or other facility, 
whether originally financed with the proceeds of such bonds or otherwise. This, 
we feel, is an extremely dangerous suggestion; one which would establish the 
financial foundation on which to base the liquidation of the entire TVA program. 
Presumably if this suggestion of the Director of the Budget were included in 
the bond-financing legislation, the entire Federal investment in the TVA system 
could be refinanced with the proceeds of securities issued to private investors 
and financial control of the TVA system transferred. 

3. The Director of the Budget has suggested that the legislation under con- 
sideration contains provisions prohibiting the issue of TVA bonds and the 
use of proceeds thereof except as may be approved annually by the Congress in 
consideration of the corporation’s budget program. It is our understanding 
that the fundamental purpose of the bond financing proposal is to provide a 
truly independent source of expansion capital so that the TVA system may 
operate on a sound businesslike basis. This suggestion by the Director of the 
Budget would completely negative any characteristic of independence that might 
derive from the bond-financing program. The Congress would have adequate 
opportunity to examine the TVA program in connection with providing the annual 
appropriation component of financing. 

4. The Director of the Budget has suggested that proceeds from the sale of 
TVA securities should be included in the computation of receipts, expenditures, 
surpluses, or deficits, with respect to the budget of the United States. In view 
of the fact that the legislation as embodied in S. 2373 does not authorize the 
Secretary of the Treasury to purchase the proposed TVA securities, there ap- 
pears to us little reason why the obligations represented by them should be 
included as expenditures in the annual Federal budget. Indeed, it is our opinion 
that even funds appropriated by Congress for investment in reimbursable fea- 
tures of multiple-purpose projects should not be considered as expenditures in 
the Federal budgeting procedure. They are not really expenditures, but are 
investments. Furthermore, it is our understanding that a principal objection 
to the further appropriation of funds for capital expansion of the TVA system 
is the burdening of the Federal budget. Therefore this suggestion of the Director 
of the Budget seems entirely incongruous with the purpose of the legislation. 

5. The Director of the Budget has suggested that the authorization contained 
in the legislation for TVA to determine whether bonds shall be sold by nego- 
tiation or on the basis of competitive bids be deleted, and that such authority 
reside in the Secretary of the Treasury. We feel that the management of the 
Tennessee Valley Authority has amply demonstrated its competence and that 
this management is in the best position to determine the terms of sale which 
would result in maximum advantage to the system. Reserving this authority 
for the Secretary of the Treasury one would be more restrictive condition sub- 
jecting TVA to the vargaries of partisan politcs, which we understand this 
legislation is designed to alleviate. 

6. The Director of the Budget has recommended that the authority to invest 
the proceeds of bond sales be reserved in the Secretary of the Treasury. We 
are opposed to this suggestion because it, like most of the others, would impose 
another restrictive condition on the utilization of funds to be provided by the sale 
of securities. 

Mr. Chairman, we feel that the above-mentioned suggestions by the Director 
of the Budget are particularly incompatible with the declared intentions of 
the proposed legislation as they appear in section 8 of the proposed section 15 
(d) of the TVA Act. This language appears on page 9 of the bill as follows: 

“It is hereby declared to be the intent of this section to provide the corpora- 
tion with adequate authority and administrative flexibility to obtain funds for 
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such additional power facilities as may be needed in carrying out the purposes 
of Congress specified in this act, including assurance of an adequate supply of 
electric power for publicly and privately owned defense facilities, by the issuance 
of its bonds and as otherwise provided herein, and this section shall be construed 
to effectuate such intent.” 

In our opinion, nearly all of the recommendations of the Director of the Budget 
with respect to this legislation are contrary to its expressed intent, and we think 
would seriously impair or completely vitiate the entire bill. 


INTEREST RATES 


It is our understanding that the securities to be issued under the pending legis 
lation would not be exempt from Federal income tax. TVA has recently esti- 
mated that in its best judgment such bonds would bear interest at from 34% 
to 3% percent, which is approximately equivalent to high grade private utility 
bonds. In our opinion, Mr. Chairman, the rate of interest to be borne by these 
securities must be held to a minimum, consistent with sound business principles 
A minimum interest rate is essential both to insure that funds are available 
for repayment of the Federal investment in the TVA system and to preclude the 
possibility that the bond investment component of TVA financing could ever 
be used to force TVA wholesale rates upward. The issuance of the proposed 
securities must be allowed to destroy the TVA yardstick 


SUMMARY 


We think that S. 2373, as it stands, provides an excellent vehicle for the imple 
mentation of the purposes of the TVA Act, and would provide the Authority 
with a valuable tool by which to provide for the necessary expansion of the 
TVA system to meet load growth within its existing service area. It would 
permit TVA to operate on a sound financial and engineering basis and free it 
from the storms of politcal controversy which now threaten to destroy the 
system. It would once and for all resolve the basic conflict between the inherently 
diverse problems of power system operation and budgetary management. 

We strongly urge that the subcommittee favorably recommend passage of 
S. 2373 without the addition of the restrictive amendments suggested by the 
Director of the Budget. 


Mr. Fain. Mr. Chairman, we appear here today in support of 8S. 
2373; our position is that we are completely in accord with the provi- 
sions of S. 2373 as it is written. 

Electric cooperatives in the Tennessee Valley area are in need of 
additional capacity and energy. They face the dilemma of fast, grow- 
ing loads, and yet they do not know where to turn for that additional 
capacity and energy. Consequently, those lig 3 atives realize that 
something must be done so that the Tennessee Valley Authority can 
build the additional c ‘apacity to meet these growing needs. That is 
the reason our association has endorsed this present TVA bond financ- 
ing plan, so that TVA, in the years ahead, can assume this utility 

responsibility and supply the additional capacity and energy neede d 
by these 51 rural electric cooperatives in that area. 

At the same time as we endorse the S. 25373, we do want to make 
it absolutely clear that we are opposed to the recommendations of -_ 
Bureau of the Budget which have been submitted to this committ 

Now, very briefly, the reasons for our opposition to these recom 
mendations are, first of all we feel that the recommendations of the 
Bureau of the Budget go against the very intent and the purpose of 
the bill as it is drawn. We would refer just very briefly to section 1 (h) 
of the bill in which the intent and purpose of this legislation is spelled 
out, where it says “to provide the Corporation” —thiat is, the Tennessee 
Valley Authority— 
with adequate authority and administrative flexibility to obtain funds for such 
additional power facilities as may be needed in carrying out the purposes of 
Congress specified in this act. 
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In other words, Mr. Chairman, we do not feel that this legislation, 
with the Bureau of the Budget recommendations would meet the need 
that is trying to be met by this legislation. 

Why should the Tennessee Valley Authority be given the authority 
and the 1 responsibility for meeting those needs and at the same time, 
these. Bureau of the Budget recommendations try to, shall we say, 
hamstring the administrative flexibility and management in meeting 
these needs. 

That very briefly, is our position on the bill, Mr, Chairman. We 
have spelled out in our statement in quite some detail, the reasons, and 
also the facts behind those reasons, and at this time we would like to 
answer any questions that the committee might have. 

Mr. Robinson, our staff engineer, is here with us, and we will try to 
answer them. 

Senator Kerr. Thank you, very much, Mr. Fain. 

Are there any questions! There being no questions, we thank you 
for your appearance. 

Mr. Fan. We certainly thank the committee for the time that it 
has given us to appear here, today. 

Senator Kerr. Very good. 

I would like to ask the Bureau of the Budget if they have further 
remarks or statements they would like to put into the record. 

Mr. Swartz. Mr. Chairman, I understood from your remark this 
afternoon that our letter to Senator Chavez has been made a part of 
the record. 

Senator Kerr. That is correct. 

Mr. Swartz. I understood you had certain technical questions you 
wanted to raise with us. That is why I came here this afternoon. 
Other than that, I have nothing to add. 

Senator Kerr. We want to thank you for being here and say to 
you that as members of the committee might desire, we would like to 
feel free to call you back in further deliberations of the bill. 

Mr. Swartz. I will be glad to come, sir. 

Senator Hruska. I would particularly suggest you might want to 
look over these comments on various parts of your remarks made in 
Mr. Fain’s statement. I am sure we would be glad to have your com- 
ments. 

Senator Kerr. Either now or by subsequent insertion. 

We have a letter here from the Electric Power Board of Chatta- 
nooga, which will be made a part of the record. 

( The letter referred to follows :) 


ELecrric POWER BoArRD OF CHATTANOOGA, 
Chattanooga, Tenn., July 25, 1955. 
Hon. Rosert S. Kerr, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 


DEAR SENATOR KERR: In some questions which you asked me concerning the 
operation of our Electric Power Board of Chattanooga when I testified before 
your committee on July 22, you asked about our net worth. As nearly as I 
could, I gave you an approximate figure, and thought perhaps I should write 
you concerning the exact figure. 

On June 30, 1955, taking into consideration all assets, including depreciated 
plant, our board had a net worth of $15,687,792—the assets equaling $26,162,257 
and the liabilities $10,474,465. 

It is interesting to note that after our purchase of the Tennessee Electric 
Power Co. from the Commonwealth & Southern Holding Co. in August 1939, our 





TENNESSEE VALLEY AUTHORITY FINANCING 243 


net worth on September 30, 1939, was $701,058. At that time, we had assets of 
$15,025,741, and liabilities of $14,324,683. 

This net worth which has been accumulated during these 15 years and 9 
months has been under the condition of charging rates which are approximately 
one-half of that charged by the company from whom we bought our property 
During these 15 years and 9 months, based on the average rates charged in 
1938 (the last full year of service by the privately owned company whose system 
the board purchased in 1939), our customers have saved at our rates an amount 
of $105,643,129. Of this amount, $54,822,806 was saved by residential users. 

I think you can understand from this condition why I stated that we are very 
well satistied with the deal which we made in purchasing the property, and that 
it has been a most beneficial investment for our people. 

I want to thank you for your patience, and the thoroughness with which you 
conducted our hearings. 

Sincerely yours, 


S. R. FONLEY, 
General Superintendent 
Senator Kerr. We have a letter here from the Comptroller Gen- 
eral of the United States, to Senator Chavez, the chairman, which will 
be made a part of the record. 
(The letter referred to follows :) 


JuLY 26, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate. 

DnrAar Mr. CHAIRMAN: Reference is made to your letter of June 30, 19565, 
acknowledged by telephone July 1, enclosing a copy of S. 2373, Sith Congress, 
and requesting our views and recommendations thereon. 

Since the purpose of the proposed bill is to provide for an expansion of the 
TVA system, we suggest the importance of obtaining a careful analysis of the 
power requirements of the several Government agencies presently dependent 
upon the system. Your attention is invited to various published statements to 
the effect that national-defense agencies of the Government will absorb half 
the total output of the system by 1957. Should these demands sharply decrease, 
the effect on the TVA power operation could be most serious, if not disastrous, 
to the power-rate structure as well as to the general economy of the area. 
We have particularly in mind the operations of the Atomic Energy Commission. 

This great dependence of the system on a continued enormous Government 
power demand leads to the suggestion that, in any expansion program, the 
affairs of the TVA should require unusually close control by the Congress and 
the executive branch of the Government. Therefore, the proposed bill, which, 
in essence, would grant unlimited authority to the TVA, seems highly inappro- 
priate. 

It is, in our view, basically undesirable to amend the TVA Act of 1933 in 
order to authorize the TVA to issue its own obligations to the public for the 
purpose of obtaining funds to finance the construction or acquisition of facilities 
for the generation or transmission of electric power. 

In a press release dated April 5, 1955, the TVA suggests that the particular 
method of financing is proposed for the reason that in periods of national 
deficit financing there is a reluctance on the part of the executive branch and 
the Congress to increase budget deficits by using appropriations to finance new 
powerplant construction. To our mind this reasoning alone does not justify 
the financing of a Government activity by the sale of bonds to the public. In 
effect, such action would accomplish indirectly what Congress and the executive 
branch might be reluctant to do directly. 

In our opinion, the financing of Government activities of this character should 
be by appropriations. If, to obtain needed funds, borrowing from the public is 
necessary, the Secretary of the Treasury should perform this function under 
the authority of the Second Liberty Loan Act, as amended. This act provides, 
among other things, a limitation on the total amount of direct and guaranteed 
obligations which may be outstanding at any one time. Under the proposed leg- 
islation, the borrowing authority of TVA would be outside of the public debt 
ceiling and, as a result, the true financial facts of the Government’s debt position 
would be obscured. 

We do not think that agencies of the Government, other than the Treasury 
Department, should be authorized to borrow from the public for purposes of the 
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character involved in this legislation, nor do we believe that the fiscal and debt 
management responsibilities of the Department should be weakened by author- 
izing other Government agencies to enter a field which is a normal function of 
the Treasury Department. 

The proposal provides that the obligations issued by the TVA would not be 
obligations of, or guaranteed by, the United States. However, despite such a 
declaration, we think that, so far as the investing public is concerned, they 
would be regarded as obligations of the United States Government and, as a prac- 
tical matter, they would be moral and equitable obligations of the United States, 
since they would be issued by a wholly owned and controlled corporate instru- 
mentality of the United States Government. 

By using the appropriation method of financing, two important results are 
achieved. First, the Congress is placed in a position to review, annually, TVA 
needs which can be weighed against the overall picture of revenue and expendi- 
tures of the Government. Second, any borrowings necessary to fund the appro- 
priations granted by the Congress will be handled by the Treasury Department 
and automatically treated and disclosed as a part of the public debt of the Fed- 
eral Government. 

The proposed legislation would remove any effective control by the Congress 
over the TVA power operations. The provision of title II of the Government 
Corporations Appropriation Act, 1948, requiring approval by the Congress for 
the construction of new power producing projects would be repealed. The TVA 
would be authorized to borrow from the public unlimited amounts to finance the 
construction, acquisition, enlargement, improvement, or replacement of electric 
power generation or transmission facilities. The only limit on expansion would 
be its ability to borrow. We do not believe that any agency of the Government 
should be granted such freedom from the normal controls exercised over Gov- 
ernment activities. 

The Government Corporation Control Act, 1945, was enacted by the Congress 
in order to exercise better controls over the corporations of the Government. 
The proposed legislation would exempt TVA from the provisions of section 302 
of that act relating to the deposit of funds. We think the Secretary of the Treas- 
ury should continue to have control over the deposit of funds of the TVA, and 
we believe section 302 as now written is broad enough to take care of the condi- 
tions TVA seeks to meet. It should be noted that the Secretary of the Treasury 
is by law given authority to waive the requirements of section 302 under such 
conditions as he may determine. 

Further, we see no reason to exempt TVA from the control of the Secretary 
of the Treasury with respect to the issuance of obligations. Section 302 (a) of 
the Government Corporation Control Act requires the Secretary of the Treasury 
to approve the form, denomination, maturity, interest rate, terms and condi- 
tions, manner of issuance, and price of all obligations issued by Government 
corporations. The purpose of this provision was to formalize existing arrange- 
ments for cooperation between Government corporations and the Treasury in 
the issuance of corporate obligations and to assure unification of the financial 
policy of the Government. See House Report No. 856, 79th Congress, page 10. 

In addition, we do not believe that TVA should be exempt from the provisions 
of section 303 (b) of the Government Corporation Control Act relating to the 
sale and purchase of obligations of the Government. We think it necessary for 
the Secretary of the Treasury to maintain control over such purchases and sales 
when the amount involved is in excess of $100,000 at any one time. 

In summary, it is our opinion that the proposed legislation is basically objec- 
tionable because of the extent to which it removes TVA from the controls now 
exercised over its activities by the Congress and the executive branch. 

If, notwithstanding the above considerations, it should be decided to authorize 
TVA to obtain funds through the issuance of its own bonds, we feel that the au- 
thority should be limited as follows: 

1. Require congressional approval of each new power-producing project before 
the issuance of bonds to obtain the funds needed to build, lease, lease-purchase, 
or otherwise acquire power facilities, or, as a minimum alternative, place a ceil- 
ing on the total amount of bonds which can be outstanding at any one time and 
prescribe a definite geographical area in which TVA can construct or otherwise 
acquire power-producing facilities. 

2. Leave with the Secretary of the Treasury the authority to approve, in 
advance, all terms and conditions of bonds to be issued and the time and manner 
in which they are to be issued, as now required by section 303 (a) of the 
Government Corporation Control Act. 
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3. Retain the applicability of sections 302 and 308 (b) of the Government 
Corporation Control Act relating to the deposit and the investment of TVA 
power funds. 

In addition, there are other provisions of the proposed legislation which we 
think are undesirable or should be clarified. 

Section 15d (a) provides that the Corporation is authorized to enter into 
binding covenants with the holders of bonds, and with the trustees, if any, with 
respect to the establishment of reserve funds and other funds, provisions for 
insurance, charges for supply of power, application of net power proceeds, re- 
strictions upon the subsequent issuance of bonds, or the execution of leases or 
lease-purchase agreements relating to power properties, and such other matters 
not inconsistent with the act as the TVA may deem necessary or desirable to 
enhance the marketability of the bonds. We have considerable concern over 
the possible effect of this provision for the reason that it could result in the bond- 
holders having a strong control over the power operations of the TVA, not- 
withstanding TVA would be a wholly owned Federal agency. 

Section 15d (c) would authorize TVA to arrange for audits of its accounts 
and for reports concerning its financial condition and operations by commer- 
cial accounting firms, in addition to the audits and reports required by sections 
105 and 106 of the Government Corporation Control Act, 1945. Insofar as the 
granting of authority to engage commercial accounting firms is concerned, we 
doubt such authority is necessary and have no reason to believe that the audit 
performed by the General Accounting Office will not serve the purposes of the 
TVA and the investors. However, should such authority be deemed advisable, 
we believe that the law should provide that it be exercised subject to the specific 
concurrence of the Comptroller General in order to assure avoidance of dupli- 
cation and consistent classifications of revenues and expenditures in the deter- 
mination of net power proceeds for all purposes. 

Under the provisions of the Government Corporation Appropriations Act, 1948, 
TVA is required to repay the Federal appropriation investment over a definite 
period of years. Under the proposed legislation, the first section of this require- 
ment would be repealed and, while, under section 15d (c), TVA would be 
directed to pay interest on the Government's investment, no definite plan for 
repayment of principal is substituted. We believe that a definite repayment 
plan should be established. 

Section 15d (g) provides, among other things, that the TVA, in connection 
with the construction of a generating plant or other facilities under an agree 
ment providing for lease or purchase of said facilities, or any interest therein by 
or on behalf of the Corporation, or for the purchase of the output thereof, may 
convey in the name of United States by deed, lease, or otherwise, any real 
property in its possession or control, may perform engineering and construction 
work and other services, and may enter into any necessary contractual arrange- 
ments. We believe this authority is entirely too broad, particularly with 
reference to the granting of authority to convey real property. The term “real 
property” includes both improved and unimproved property, and consequently 
the language proposed would authorize TVA to convey an entire plant or other 
facility with the only criteria being that the TVA enter into a lease or lease- 
purchase agreement, or an agreement for the purchase of power output. We 
believe that, as a minimum, the authority to convey real property should be 
limited to unimproved real property. Also, the section should be clarified as to 
whether conveyances of real property, as well as the performance of engineering 
and construction work and other services by TVA, may be without charge, or 
whether and when it is intended that TVA be paid for real property at the 
fair market value, and be paid for engineering and construction work and 
other services. 

Accordingly, for the reasons indicated, we do not recommend favorable con- 
sideration of S. 2373, in its present form. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Senator Kerr. We will now recess until 10 o’clock Friday morning. 
(Whereupon, at 4: 30 p. m., the subcommittee recessed to reconvene 
at 10 a. m., Friday, July 29, 1955.) 
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